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Life Insurance Taxation Should Be 
Revised Downward, Says Insuring Public 





Policyholders Go on Record in Forceful Statements Made To The Eastern Underwriter--University 
Presidents, Bankers, Merchants, Lawyers and Others Interpret Role Played by Insurance 
in Nation’s Life, and Ask for Its Recognition and Protection 


The scale of life insurance taxation is constantly going up. More than 2 per 
cent of the premiums collected by insurance companies are expended for taxa- 
tion purposes. Insurance must pay in tax bills for the mere privilege of doing 
business more than almost any other institution, and this despite the fact that 
insurance is the right arm of the state, taking upon itself many of the burdens 
which would be borne by the state were it not for insurance. In fact, it is dis- 
tressful to contemplate the poverty that would surely follow the withdrawal of 
insurance protection, and yet, the companies are taxed at every turn. Just to 
enumerate the various taxes, governmental, state and municipal, would need a 
volume. 

It is estimated that the life companies will be taxed more than $27,000,000 
in 1920, excluding their real estate taxes. The life insurance fraternity does not 
contend that there should be no insurance taxes, but it does feel that the taxes 
are often discriminatory, sometimes a hardship, and generally much higher than 
they should be. As to just what should be taxed, there are differences of opinion 
among insurance men themselves. All admit that the cost of state supervision 
must be borne by the companies, but there are numerous taxation abuses, not 
the least flagrant of which have crept into the practices of various states in 
collecting so much more from the companies than is necessary to maintain the 
departments. The scientific side of the life insurance taxation question has been 
most ably handled in the past by such insurance experts as Haley Fiske, presi- 
dent of the Metropolitan Life; Darwin P. Kingsley, president of New York 
Life; Charles F. Coffin, vice-president of the State Life of Indianapolis; Alfred 
Hurrell, vice-president of the Prudential Insurance Company; Henry Moir, presi- 
dent of Actuarial Society of America; Robert Lynn Cox, vice-president of the 
Metropolitan Life; William A. Day, president of the Equitable Life Assurance 
Society; E. E. Rhodes, vice-president of Mutual Benefit: President F. C. Buswell, 
of the National Board of Fire Underwriters; the late E. E. Rittenhouse; EB. A. 
Woods and many others. 

Undoubtedly, the public, which carries so many billions of insurance, has a 
definite opinion about insurance taxation, as the policyholder must pay his share 
of the taxes. In taxing insurance the tax is often on the insured. Being taxed 
in other ways, he is thus doubly assessed. Many of the insurance men, having 
told what they think of taxation of insurance, it is interesting to know how the 
public feels about it. The Eastern Underwriter felt also that the public might 
want to go on record expressing its sentiments on this most important subject, 
and it therefore wrote to a number of representative Americans and offered 
them the columns of this paper if they cared to express themselves. The re- 
sponse was immediate, and leading bankers of New York, Pittsburgh, St. Louis, 
Kansas City and Chicago; prominent lawyers, merchants, educators and others 
went on record emphatically to the effect that they recognized the character, 
significance and influence of life insurance; that they appreciated what it was 
doing for the nation and the family; that they understood how it created thrift; 
and that they were opposed to unnecessary life insurance taxation burdens. 
Their views are presented to the insurance fraternity on this and succeeding 
pages: 


Insurance Holds Family Together 





ey 


By MYRON T. HERRICK, President of Society for Savings, 


Cleveland, and Former Ambassador to France 


In the vast majority of cases, life insurance represents a fund set aside for 
the support of the insured through old age, or for the care of dependents after 
his death. The insurance of business men for the benefit of their companies, and 
other business uses of life insurance, are comparatively insignificant in compari- 
80n with its great primary function—that of supporting and holding together the 
family. There is no institution with more beneficent, more sacred, duties than 
those with which life insurance companies are charged. 

Every man equipped with normal physical and mental powers ought to be 
able to provide for his own maintenance, not only through his productive years 
but through sickness and old age as well. If he takes on himself the care of a 
Wife and children, as he will naturally expect to do, he multiplies his obligations 
While living and in addition, he must consider how his family is to be cared for 
N event of his death. These obligations he can discharge through life insurance. 


If he does not discharge them, then it falls to society to carry the burden that he 
has shirked, and to provide by charity, as best it may, for the care of the de- 
pendent persons. 

Life insurance is, therefore, a strong and most efficient instrument of social 
service. Through it the demoralizing fear of old age and death is for the most 
part removed and life made more free and efficient. Through it the father per- 
petuates to his loved ones the support that he gave them in his life. Life insur- 
ance is the hope and the reliance of countless thousands who can leave nothing 
else to their families. 

Those whose opportunities for saving have been greatly diminished because 
their incomes have not kept pace with the recent abnormal advance of living 
costs should have every encouragement to the maintenance of their life insur- 
é ce, 
ss Most of the life insurance business in the United States is now done by 
mutual companies. Such profits as accrue are returned to policy-holders in the 
form of dividends which reduce, directly or indirectly, the cost of their insurance, 
As with the mutual savings banks—another great instrument of social service— 
there are no dividends to stockholders. The mutual life insurance companies are 
institutions organized and operated not for profit, but for public service. 

Such being the character and the service of the life insurance companies 
operated on the mutual plan, it is clear that the power of taxation should be used 
to foster rather than to impede their operations. If there were no life insurance 
companies, society would have a greatly increased number of helpless persons 
to support. Those who carry life insurance are taxing themselves to do, through 
an efficient and economical private agency, a work which would otherwise tall 
to the state to do. A tax on life insurance is, therefore, a tax on a tax. 

it is easy to tax life insurance companies. They are trustees of great accu- 
mulations of capital. Their resources are not hidden; they are set out in state- 
ments for the world to see. But these resources, carefully invested under rigid 
legal restrictions, are the reserves required by law against outstanding obligations. 

That life insurance companies should be taxed enough to pay the expense of 
state inspection, there is no dispute. But that taxation should £0 beyond that and 
penalize those who serve the state in taking out life insurance policies for the 
protection of their loved ones is not equitable. 


Insurance Funds, Sacred Trust 





By GEORGE M. REYNOLDS, President Continental and 
Commercial National Bank, Chicago 


Insurance is one of the great institutions of the world and one of the most 
beneficial. It has grown with the evolution of society until it has become one 

e essential elements of present day life. 
“4 “There has been much combneion with respect to the relationship that should 
exist between insurance companies, especially those writing life policies, and the 
public. Because many of these companies have amassed great sums of money, 
they have become the objects of attack, largely for no other reason than the 
size of their assets accumulated from premiums paid by thoughtful and thrifty 
people. As a matter of fact, the very purpose of insurance makes large cash 
resources highly desirable. Practically all policyholders become such solely to 
realize one of the noblect ambitions of right-minded men and women, namely, 
the ambition to make suitable provision for those dependent upon us. No com- 
pany can be too strong properly to perform this duty, for everyone who puts 
savings into life insurance wants to know that such savings are safe beyond any 

a doubt. 

a been a growing tendency in tlie United States to tax life insur- 
ance, the rates being excessive and out of proportion to the levies against other 
forms of property, and decidedly antagonistic to the economic and humanitarian 
principles that govern insurance. The companies are severely taxed, the rates 
varying very materially in the different states. We are behind most of the world 
in this respect. In but few other countries do legislators place such burdens 
upon life insurance as are imposed here. In most other nations the intention is 
to tax premiums to defray the cost of administration and nothing more. Where 
this amount is exceeded the overplus is only a small fraction of what is levied 
in the United States. Certainly we are not s0 conceited as to believe that we 
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are wholly right and the balance of the world wrong in this matter. It would 
be just to have the companies pay sufficient sums to cover the cost of super- 
vision, including the maintenance of insurance departments. Beyond that the 
laws regulating life insurance should be directed toward protecting the interests 
of policyholders, conserving the funds paid in by them in the way of premiums, 
and encouraging the insurance habit. Some of the most enlightened nations not 
only adopt the wise course of assessing merely a nominal tax upon life insur- 
ance, but make it obligatory upon certain classes to insure against death, acci- 
dent, etc. 

Few inducements are quite as great as the one growing out of the fact that 
the Government has thrown its protecting arm around a particular form of thrift. 
The people buy government bonds and war savings stamps yielding a much 
lower raté of interest than other investments because they are the creatures of 
the Government. On this same theory, knowledge of the desire upon the part 
of the Government that more of. our citizens should take insurance would, in my 
judgment, very materially increase the number of policyholders. The exemption 
of life insurance from taxes, as far as possible, would convey that knowledge. 

I know the claim that insurance premiums are a voluntary tax paid by the 
insured, and that, therefore, the taxing of insurance is levying a tax upon a tax, 
is an old one, but it is worthy of consideration. As has been ably pointed out by 
others, these voluntary taxes create enormous sums, which are expended for the 
education of the young and for the care of the aged and the widows and orphans. 
Thus, those who pay life insurance premiums are taking such steps as greatly de- 
crease the number of those who otherwise might become dependents and have to be 
supported by our public institutions established and by public taxation. 

Insurance funds should be regarded as sacred trusts, the value of which 
should not be reduced by one farthing by contributions to the general expenses 
of the state. 

When we look at all the facts, keep in mind the purposes for which men 
buy insurance and pay premiums thereon, remember the misfortune, poverty and 
suffering that is warded off by the vast sums that are annually disbursed by the 
insurance companies through the payment of losses—-when we consider these 
things there is every reason why life insurance companies should be treated as 
public benefactors. A general movement should be set on foot to relieve them 
of taxation other than for the necessary expense of supervision. 

Our legislators, both state and national, will be making a long step forward 
in statesmanship when they adopt a more liberal course in insurance taxation. 
He who invests in insurance is doing more for the future uplift of mankind, 
more to make his beneficiaries self-supporting, self-respecting, honorable mem- 
bers of society than he who makes any other form of investment. It is an 
investment that constitutes one of the greatest contributions we can make 
towards character building after we are gone. 


Tax on Insurance, a Tax on Thrift 





By THOMAS W. LAMONT, J. P. Morgan & Co. 


I have your favor concerning the subject of taxation of life insurance com. 
panies. In principle I regard it as undesirable to tax savings—the objective to 
be aimed at by taxation being, of course, to check spending. A tax on savings 
naturally tends to produce the opposite effect. Of course, under the stress and 
demands of war requirements when the Government has sought to raise immense 
revenues, facility of collection is an important consideration, and I suppose from 
this standpoint taxation of corporate revenues and profits offers a line of least 
resistance. Nevertheless, it is to be hoped that in any downward revision of 
taxes, as suggested in the President’s message to Congress of December 5, action 
will be taken to relieve life insurance companies of taxation which, in effect, 
would be to lift a tax on thrift. 


Companies Are Red Cross Agents 





By FESTUS J. WADE, President Mercantile Trust Company, 
St. Louis 


The life insurance company is the active Red Cross agent during times of 
peace and millions of families have been protected from want by their departed 
ones holding life insurance for their benefit. This has been a great relief to 
each state in the union in removing the necessity for increased numbers of 
eleemosynary institutions. 

Any taxation levied against the life insurance companies is a taxation that 
makes the burden greater upon the unfortunate, because taxes paid by the life 
insurance companies can only come out of premiums, and thereby such taxation 
has a tendency to increase the cost of insurance that much more and make the 
premium rate so much higher. 

I, therefore, believe that if the taxation of life insurance companies is prop- 
erly put before the taxing powers of the various states, as well as the National 
yovernment, that instead of adding any increase to their taxation a material de- 
crease would and should follow. 


Tax Insurance for Supervision Only 





By E. A. SHUMAN, of A. Shuman & Co., Boston Merchants 


Any legitimate expense incurred by the state in serving the people of the 
Commonwealth in the purchase of life insurance, or any information that has to 
do with the solvency and management of the company, together with information 
regarding their policies and contracts, is in my opinion taxable. 

When a citizen of Massachusetts takes that part of his income which is left 
after his expenses are paid, and places it in a savings bank preparing for that 
proverbial rainy day, this money is not taxed. 

It would seem just as illogical to me, as a business man, to tax that same 
citizen for the money which he places in the hands of a life insurance company 
to provide for his family after death. 

In other words, taxation to cover the expense of controlling the insurance 
ee to the state of Massachusetts, is right, but there should be no additional 
ax. 

Eighty-seven men out of one hundred leave nothing but debts when they die. 


Only three men out of 100 leave over $10,000 in personal wealth. In Massachusetts 
there are 250,000 men and women 65 years of age and over. Twelve thousand of 
these have a competency. The balance must work (if they can) or be supported 
some other way. 

For some reason about 90 children out of 100 do not get a four years’ course 
in high school. 

Now—shall money or deposits left with a life insurance company to improve 
these conditions, be taxed for profit? I do not think so. 


Tax for Supervision Only 





By J. OGDEN ARMOUR, Chicago Packer 


Insurance partakes of the nature of a voluntary tax for the public benefit, 
and that it should not be discouraged by any additional taxes which simply 
increase whatever burden insurance premiums may entail. 

Undoubtedly, there should be a sufficient tax to provide for proper super- 
vision, but it is my opinion that there should be no additional tax upon insur- 
ance. Instead of taxing it, everything that is possible should be done to encourage 
people to take out life insurance, because it is one of the best incentives toward 
thrift that there is, and it constitutes one of the best means available for pro- 
tecting one’s self against the days when earnings cease. 

I realize that the Government has a pressing need for additional sources of 
revenue, but I believe that efforts directed toward finding ways of reducing expen- 
ditures would prove more advantageous in the long run than efforts directed 
toward finding ways to enlarge the national income. 


Insurance a Visible Tax Target 





By WILLIAM C. REDFIELD, Former Member 
President Wilson’s Cabinet 


My impression is that the tax-laying and the tax-collecting authorities have 
found the life insurance companies so visible a target that they have been unable 
to resist the temptation of aiming at them. Nevertheless sound public policy 
would require that the burden placed upon life insurance companies should be 
as light as possible. Those companies are, like mutual savings banks, one of the 
forms in which the public thrift is embodied. Their accumulations are not, in 
mutual companies at least, so much the actual property of the companies or 
wealth accumulated for corporate benefit as they are placed by the owners tem- 
porarily in the hands of those companies who act as their agents for collecting, 
conserving and distributing them. This certainly is the ethical and the social 
basis whether it be the legal form or not. There can be no justification for taxing 
life insurance accumulations that does not exist in equal force in taxing savings 
accumulations and the funds of fraternal orders. 

It is proper, of course, that necessary and beneficial state supervision should 
be made a charge through the life insurance companies upon their policyholders 
who are the beneficiaries of that supervision. So, also, where stock insurance 
companies exist and pay dividends those dividends should normally be subject to 
taxation upon incomes or other general taxation applying to any dividends,from 
stock investments. The moment one passes this point any tax upon life insur- 
ance is a tax upon thrift.. It makes saving less desirable and more difficult. The 
funds which a worker saves out of his income for the protection of his widow 
and his children ought not to be subject to taxation when such insurance is on 
a mutual basis. 

There has been a lot of loose thinking and perhaps looser talk about the great 
accumulations of life insurance companies in the form of surplus, but those who 
have observed the combined effects of war and influenza in recent years know 
the necessity for supreme strength in this direction not for the profit of any cor- 
porate body, but in order that the beneficiaries for whom these funds have been 
saved and paid may have certainty that the obligations due them will be surely 
met so far as human foresight can provide. 


Should Protect Great Mass of People 





By ROY G. BLAKEY, University of Minnesota 


It is my opinion that taxation should be framed so as not to discourage the 
taking out of life insurance by the great masses of people in the United States. I 
think that large insurance policies are on a somewhat different basis and to the 
extent that reserves against them represent investment of those who have an 
entirely different need of life insurance as compared with people of small means, 
they might be treated somewhat differently. 

It is, of course, impossible to discuss the entire question of taxation of life 
insurance in a letter, and I take it, that that is not what you requested. 


High Insurance Tax Unjustified 





By JOSEPH FRENCH JOHNSON, Dean New York University 


School of Commerce, Accounts and Finance 


I have never made a special study of the subject of insurance and must con 
fess that I was much surprised when I learned from your letter that life insur 
ance companies have been for many years subject to a tax considerably in excess 
of the cost of state supervision. Such a tax, from an economic as well as from 
a social viewpoint, is entirely unjustifiable. Life insurance is one of the most 
conspicuous promoters of thrift among those classes of our population who are 
not naturally thrifty and is therefore a very large factor in the increased pro 
duction of national wealth, for it increases our capital stock. 

Socially it is most important, for it provides a means whereby a man of small 
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income may provide for the future welfare of his family without the practice of 
painful economies during the working period of his life. 

Because of its importance, and because the average citizen, knowing little 
about the subject, falls an easy victim to glittering but fraudulent schemes of 
insurance, life insurance undoubtedly is a proper subject for state regulation and 
supervision and it is proper that it should be taxed in an amount sufficient to 
cover the necessary expenses of the state. Any additional tax is an unnecessary 
hardship upon the policy holders, for the burden of the tax falls upon them. At 
the same time, such a tax discourages thrift and lessens the production of wealth. 

I suppose the average legislator when thinking of life insurance sees only the 
hundreds of millions representing the assets of the various companies and straight- 
way adopts the Irishman’s policy of hitting the head wherever he sees it. 


Treat Premiums Like Bank Deposits 


By CHARLES H. SABIN, President Guaranty Trust Co., 
New York 


I feel that, as a general principle, the taxation of insurance companies, as 
well as any other institutions, should be so levied as not to defeat the purposes 
nor discourage or curtail the business of the organization. I believe that the 
tax on insurance companies should be confined to the true income of the corpora- 
tion derived from interest, dividends, rents and profits arising from ownership 
of property, and that premiums should be treated in the same manner as the 
deposits of a banking institution, the tax being limited to the profits derived 
from the use of these amounts in the business of the company. This method of 
taxation was recommended by the Finance Committee of the Senate last year 
and I consider that it is much fairer and based on sounder economic principles 
than the present method. 


Unwise to Tax Insurance 





By STEPHEN C. MASON, President National Association 
of Manufacturers 


I understand what you desire is my personal opinion on the question of taxa 
tion of life insurance. You, of course, understand that I cannot express any 
opinion for our association. But, personally, I think the tax is of an invidious and 
discriminating nature and exceedingly unwise, for all life insurance is a form of 
savings. The premiums represent someone’s economy and a provision either in 
part, as in the case of endowment insurance, or exclusively for those dependent 
upon the insured. I believe it should be regarded as a wise public policy to en 
courage this form of thrift, which represents in its higher sense one of the most 
altruistic forms of economy in which a man saves not so much for himself as for 
those dependent upon his exertions. To discourage such a form of thrift is to 
discourage one of the wisest and most desirable provisions for the future which 
are not only individually commendable, but socially helpful because they guaran- 
tee society itself against the necessity of providing for the indigent, or for those 
who, by death or injury of the wage earner, may find themselves a charge upon 
a community. 


What Insurance Protection Means 





By MORITZ ROSENTHAL, of Ladenburg, Thalmann & Co. 


Great issues frequently compel governments to resort to drastic measures 
for taxation purposes. Insurance represents a protection to the individual the 
influence of which radiates through the entire state, conferring untold benefits 
on the family and on the business community and making for the security of the 
individual and the safety of commercial relations. Insurance, therefore, should 
not be taxed at all, except as a last resort in great emergencies, because insur- 
ance premiums of whatever kind are, after all, in the nature of a tax voluntarily 
imposed for the sake of the insurance protection. 

The business of insurance, theoretically at least, represents an institution 
beneficent in character and maintained for the general good of the community 
as a whole. Mutual companies, properly conducted, come closest to representing 
a function which, provided we had the ideal state, might well be conducted by 
the state itself, and which, in the absence of the ideal state, represent a community 
business conducted by individuals closely (at least theoretically) supervised by 
the state and operating for the benefit of the community as a whole. All of this, 
if true, warrants the conclusion that the present methods of insurance taxation 
should be revised in such a way as to reduce the taxation burden of insurance 
companies to the lowest possible point consistent with the development and 
proper supervision of what, in the last analysis, is practically a state industry for 
the benefit of the people of the whole state. 


Taxation Overlapping Burdens 





By ARTHUR K. KUHN, Lecturer on Law, 


Columbia University 


The ever-increasing tax burden weighing upon our life insurance companies 
does not result merely from the general fiscal policy of the national government 
or of any one of the states, but also from the overlapping of the tax jurisdiction 
of the states upon each other and of the national government upon all. In legal 
vhraseology th's is known as the conflict of laws. Where the determination of 
a disputed question of law is concerned, the conflict of competing laws may have 
serious results for the litigant, but at most the conflict merely results in deter- 
mining the issue in accordance with one rather than another system of law. 
Where, however, the conflict relates to jurisdiction over taxable interests, each 
competing jurisdiction demands the victory and usually gets it. Thus from the 
standpoint of the law, quite apart from fiscal policy, glaring injustices are visited 
upon life insurance companies. ae 

Our laws recognize certain bases upon which tax jurisdiction rests, the 
Principal of which, so far as company property is concerned, are (a) the situs 
of the company and (b) the situs of the property of the company. As the assets 
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of life insurance companies (other than real estate) consist mainly of credits 
and of interest and dividend-bearing securities, their assets are subject to taxa- 
tion at the situs of such assets as well as at the situs of the company. Legally 
this may be justice; economically it is the essence of injustice. Where it applies 
to mutual life insurance companies, the result is baneful to society as a whole 
because it puts this burden upon funds held not for the profit of the company 
but in trust for the policyholders in order to support their depende’ : 

Life insurance is a social need. The fact that the state itself hes begun 
to exercise the functions of life insurance companies at so many different points 
of contact, shows that the state recognizes its beneficence and considers it one 
of the means of promoting that economic and social stability upon which rests 
the structure of the state itself. Should not the state, or more specifically the 
states, through their commissions on uniform legislation agree upon some uni- 
form policy of taxation which will eliminate double taxation and appreciably reduce 
the scale of taxation? The assets belong equitably not to the company, but to its 
policy holders residing not only in the home state, but in many other states as well. 
Such assets should be taxed in each state only to an amount equitably belonging 
to the residents of that state. Furthermore, as the assets of life insurance com- 
panies necessarily consist of high-grade investments upon which only a low ratio 
of income return is derived, the rate of tax must be moderate or else the tax will 
represent an inordinate proportion of the amount of income. Furthermore, fully 
mutual companies should be nowhere burdened with a franchise tax for “doing 
business” within the state. Such companies are performing a duty of the state; 
indeed one which the state under modern conceptions would itself have to per- 
form if it were not performed for it by private companies. The state in turn 
exercises supervision and control so that the complete mutuality of the company 
is guaranteed and the conservatism of its management assured. If, on the other 
hand, legislators are fiot mindful of the true functions performed by mutual life 
insurance companies and allow them to suffer not only from the unusual tax bur- 
dens of the present day, but also from the conflict of competing jurisdictions, 
frugality and thrift will be discouraged and economic and social stability im- 
paired. 


Funds for Family at Critical Time 


By L. H. MURLIN, President Boston University 


It seems to me that the position taken by the life insurance companies is 
sound. By supplying funds at a critical time in the life of a family, they relieve 
the government of a financial burden that otherwise might fall upon it. 

The war has brought about a great increase in taxation and this the insur- 
ance companies have not escaped. Like other corporations, they offer an easy, 
almost painless, way of collecting revenues. 

As to how much benefit would come from a 2 per cent reduction in premium 
rates, it is hard to say. On a $10,000 life policy at age 36 this would mean a 
premium of about $278 instead of $284. But this does not measure all the bene- 
fits. The adoption of a tax exemption policy would probably avoid still heavier 
taxes in the future. It would also serve as an official endorsement of life insur- 
ance which would encourage further use of this very important institution. 


State Relieved of Burdens 


By S. H. CHURCH, President The Carnegie Institute, Pittsburgh 


The Government at the present time is trying its best not only to promote 
thrift, but to encourage the carrying of life insurance by the 4,500,000 persons who 
went into the service. The question arises whether the Government should tax 
those who are doing voluntarily what the Government is doing at its own expense. 
It is very like the policy of some states in taxing bequests to state institutions, 
instead of encouraging them. 

I am told that the United States stands out almost alone among countries im- 
posing a tax upon the life insurance form of thrift; that in England, one-sixth 
of a man’s income, even at the present time under the stress of war taxation, is 
exempted from his income tax if paid for life insurance. 

Life insurance, which prevents dependency, which saves the state the burden 
of caring for the widow and orphan, which enables the large poor funds to be 
relieved of burdens that would otheriwse be placed upon them, should surely be 
encouraged, not discouraged. No one would think of taxing widows; no one 
would think of placing a discouragement upon thrift, of encouraging dependency, 
of encouraging the need of almshouses, orphanages and philanthropic institutions 
Why should not this Government follow the example of all others in encouraging a 
great democracy to provide a preventive of evil which would otherwise fall upon 
the Government? 


Discriminate Against Policyholder 


By CHARLES S. CALDWELL, President Corn Exchange Bank, 
Philadelphia 


Taxation of life insurance is a subject which should be of interest not only 
to the insuring public, but to the people in general. It would seem to be just 
and equitable to tax life insurance companies and policy holders up to the extent 
of the cost of supervision by the various insurance departments, but beyond this 
any additional tax becomes in reality a form of federal or state revenue and 
should be treated as such. 

From a report before me I observe the annual disbursement of the insurance 
departments of the various states for the year 1917 amounted to a total of $1,944,- 
999.17, while the receipts amounted to $18,200,917.65, leaving a balance of $16,- 
255,918.48, which apparently was used for purposes other than the maintainance of 
such insurance departments. 

Every inducement should be given to the purchase of life insurance because 
of its recognized economic value. Taxes over and above the cost of supervision 
tend to raise the cost of insurance. Would it not be better to treat each surplus 
tax like any other form of tax and have such tax borne by the body politic and 
not by the policy holder alone. This practice should help to stimulate the pur- 
chase of life insurance and be of benefit to the community in general. 

Assuming that the average premium runs in the neighborhood of $40, the 
above mentioned $16,000,000 would insure 400,000 people for $1,000 each. 
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I believe that the income tax could and should be modified to allow a deduc- 
tion for life insurance premiums. The insurance company itself now pays a tax 
on such premiums and that should be sufficient. I understand Great Britain per- 
mits this deduction. 

A more uniform method of taxing insurance premiums whether by federal or 
state authorities would overcome the difficulties in taxation that now exist in 
several states. This likewise should reduce the cost of life insurance. Any 
extra cost must, in the end, be taken care of by “loading” the premium, and as 
it is the insured who pays the premium, constant care should be exercised to keep 
this “loading” as low as possible. 


Voluntary Tax Assumed By Public 





By JOSEPH H. DEFREES, of Defrees, Buckingham & Eaton, 
Chicago Lawyers 


While I have never had occasion to make a profound study of this question 
you raise, | have always felt that, upon principle, it is clearly illegitimate and 
economically wrong to tax the mutual companies more than to an amount suf- 
ficient to pay the cost of adequate supervision and regulation. 

This view is based upon the following: 

(a) Life insurance, as conducted by the mutual companies, is not for profit, 
but is wholly for gathering the savings of the people for redistribution for the 
support of dependents. 

(b) Its purpose is so essential that it has become a part of the public policy 
of the country, recognized legally by the Government life insurance. 

(c) It is in effect a voluntary tax assumed by the people in the public interest. 

(d) If this system of voluntary taxation were abandoned movement would 
undoubtedly be required legally to impose some system upon the community 
which would in principle, to the extent of its operations, take the place of life 
insurance. 

The foregoing must necessarily rest upon the further base that the legal right 
of regulation should include the reasonable control of salaries and expenses of 
operation of the companies. In short, the fundamental base of the conclusion, it 
seems to me, is that the operation’ of the life insurance companies is without 
profit and that the expense of operation should be no more than adequate for the 


purpose. 


Tax Placed on Thrift Unfair 





By JOHN W. SCOTT, Carson, Pirie, Scott & Co., 
Chicago Merchants 


The subject of taxation offers such a vast field for discussion that I am hardly 
prepared to write on it and I am not sufficiently informed concerned taxes levied 
against life insurance companies to touch that phase of the subject. 

I feel, however, that a tax on life insurance premiums is a tax upon thrift 
and if this is so, the tax is unfair. 


Thrift Should Be Encouraged 





By DR. ALEXANDER LAMBERT, President American 
Medical Association 


It seems to me that there should be a differentiation made between taxing 
the life insurance policy and increasing the premium thereon, and taxing the 
banking business of loans and the business acts of the insurance companies outside 
of their insurance business. It may be that those two activities of life insurance 
companies cannot be separated; but life insurance policies are the expression of 
individual thrift, and the more you tax those, the more you discourage thrift. 

I believe the average man accepts as a necessary duty his taxes to support the 
Government, federal and state, but there comes a time when, through narrow 
sectionalism of one part of the country, when temporary power of taxation resides 
in the representatives from such a section, that the more thrifty portions of the 
country are taxed to their disadvantage and to the advantage of the less thrifty. 
When this occurs there is a distinct encouragement for extravagance and a dis- 
couragement to thrift, and the greed of the less thirfty acts to injure the pros- 
perity of the whole. 

This may sound to you like pure theory; but like a great many other 
psychological forces, while it may be intangible, it acts continuously and with 
all the certainty of other natural laws. 


Easy Source of Revenue for State 





By F. O. WATTS, President National Bank of St. Louis 


The taxation of life insurance companies illustrates very clearly the differ- 
ence between a theoretical just tax and one levied on the basis of practical con- 
siderations. The hard-pressed legislator frequently applies the age-old maxim in 
raising revenue of “plucking the greatest number of feathers from the goose with 
the least amount of noise.” So in securing revenue from life insurance, there are 
none to make forceful protests except the officials of the company, since this 
eng charge is passed on to the policy holder, and he pays it without know- 
ng it. 

On purely theoretical grounds there are strong objections to a tax on mutual 
life insurance. This is based primarily on the fact that such a policy of life 
insurance is not productive wealth. It is not income-yielding property and every 
tax should be paid out of an actual or a potential surplus which the taxpayer 
has or will have. Not only is the tax itself frequently unjustifiable, but the lack 
of uniformity in the tax among the federal, state and local governments makes 
it — inequitable. One state taxes at one rate and another at a still differ- 
ent rate. 


Not only do some of the states use life insurance as a considerable 


source of revenue, but in many of these states, local governments through licenses 
or other taxed devices secure revenue for local purposes. There is no reason to 
deny that the states should have sufficient revenue from life insurance to pay the 
costs of supervision, but as a local tax it has no justification. Under the modern 
regulation of life insurance, the large aggregation of funds held by the different 
companies appear to the unthinking and uninformed legislator as a vast amount 
of property belonging to the insurance company, which provides an easy source 
of revenue for the state. But, as a matter of fact, these so-called resources are 
truly debits, since they are actual or potential credits of the policy holder. They 
are not true surpluses either for the company or the policy holder since they 
represent, in most cases, unpaid claims of beneficiaries of the insurance holders 


of the policies. 


All Thrift Should Be Encouraged 


By A. C. ROBINSON, President Peoples Savings & 
Trust Co., Pittsburgh 


I do not believe in the taxation of life insurance companies which are purely 
mutual, beyond the point of paying adequate state supervision. 

The Government can well afford to encourage thrift in every way possible. 
Premiums on life insurance are substantially a tax, privately levied for the public 
benefit. Every man who denies himself to pay life insurance premiums to protect 
himself and heirs, is relieving society of just that much of a load; and, just as | 
believe that the Government should lower the tax on income derived from a sav- 
ings account of any individual to a minimum, so I believe the same rule should 
apply to life insurance, especially where it is not taken as an investment by 
persons of large means, but where in so many cases it is the sole or a very large 
part of the estate which a man leaves behind him. 

In the case of companies, which are not purely mutual, and which are oper- 
ated to some extent to pay dividends on the stock, and, therefore, operated for 
profit, I think the taxation should be such that it would not be added to the cost 
of the premiums, but that the stockholders in the company could not justly ask 
to be exempt of taxation on their profits. 


Insurance Tax Should Be Low 








By GEORGE GORDON BATTLE, New York Attorney 


With reference to the subject of taxation of life insurance companies, I beg 
to say that it seems obvious to me that these companies should not be taxed to 
any greater extent than is necessary to pay the expense of proper supervision. 
Any tax on the companies is, of course, transferred to the policyholders, and thus 
becomes in effect a tax directly upon them. The result is, of course, a tax upon 
thrift, economy and foresight. 

For reasons of public policy, therefore, the tax upon the insurance companies 
to which you refer should be kept down to the lowest possible degree. 


It’s the Public That’s Taxed 


By P. W. GOEBEL, President Commercial National Bank, 
Kansas City 


It has been my opinion for years that taxes on life insurance companies have 
been entirely too high and inequitable. The average legislator does not seem to 
comprehend that these exorbitant taxes are simply taxes on the people, who 
need the protection that life insurance affords. They should not, in any event, 
be taxed any more than just enough to cover the expenses of the insurance de 
partments of the various states. 


Taxation Running To Extremes 





By LEWIS E. PIERSON, Chairman of Board, Irving National 
Bank, New York 


There can be no doubt in my judgment that the tendency to tax life insurance 
companies is running to extremes that are not warranted by the very fine public 
service they render. To the extent that people generally take out life insurance 
as a protection to their dependents, they thereby certainly in some large measure 
obviate the possibility of those dependents becoming either public charges or 
making it necessary for them to be otherwise provided for, either at the expense 
of the community as a whole or at the expense of part of that community. More- 
over, an overwhelming percentage of the insurance companies are mutual in char- 
acter and furnish in effect a medium of savings for the protection of others which 
is excelled by no other kind of institution, and to tax such companies heavily 
severely penalizes thrift in general. To do anything of this sort at a time when 
thrift is more needed than ever before in our history certainly does not seem 
to be wise public policy. Then, too, the burden of taxation thus imposed comes 
at a time when security investments of insurance companies have been suffering 
long depreciations in market values and inevitably has to be passed on to th 
policy holder. Your campaign to offset the tendency to levy high taxes on insur 
ance companies merits the support of all thoughtful men. 


Taxation Hardships Long Criticised 





By GUY EMERSON, Vice-President National Bank 
of Commerce 
At the present time all problems of taxation are conditioned by the enormous 
public expenditures which accompanied the war or are a more or less direct heri- 
tage from it. With state and city budgets mounting to new records year by year 
(Continued on Page 11) 
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Taxes Discussed by Insurance Commissioners 





Not Responsible for Wide Gulf Between Taxes Collected by States and Amount Needed To Oper- 
ate Departments---Some Commissioners Tell The Eastern Underwriter They 
Think Taxes Should Be Reduced 


It has been known for sometime that 
the insurance commissioners are sym- 
pathetic with the companies and _ pol- 
icyholders in their attitude towards in- 
surance taxation, and at the last meet- 
ing of the commissioners’ convention 
they adopted a resolution giving that 
impression. In other words, they be 
lieve that the trend of insurance taxXxa- 
tion should be downward in tha furure. 
Many of the commissioners realize that 
there is a wide gulf between the 
amounts collected by the States and 
those needed for departmental mainte- 
nance; but, of course, they are not 
only helpless in this matter but their 
departments receive no benefit, as the 
balance collected above maintenance 
goes to the State treasuries. The East 
ern Underwriter in response to a letter 
to the commissioners, has _ received 
some interesting correspondence on the 
subject. 

Pennsylvania 

One state where receipts from com- 
panies exceeded $2,700,000 in 1917 is 
Pennsylvania. The commissioner of 
that State, Thomas B. Donaldson, says: 

“The maintenance of departments is, 
almost invariably, paid out of fees for 
licenses and NOT from taxation of pre- 
miums, which taxation is a revenue 
raised under the general tax laws, dis- 


tinct from the special law as to fees 
for maintenance of insurance depart 
ments. 


“I! noticed with no small irritation an 
attack on us, this past summer, because 
the department’s income was 33 times 
more than the expenses. This was ab- 
surd because the department does not 
share in the premium tax income. It 
collects it and forwards it to the State 
Treasurer twice a year. In 1918 the 
department’s sole source of income was: 
Agents’ licenses ............ $108,390.00 


Brokers’ licenses ........... 38,846.50 
Filing statements .......... 10,968.00 
Filing charters ........s0s. 895.00 
Licenses to companies...... 4,001.33 
Service of process........... 550.00 
Certified copies of documents 724.00 


Tax on excess insurance, val- 
uing life policies and other 
miscellaneous sources 38,981.19 
Se er cee $203,356.02 
The expenses were: 
Commissioner’s salary 

Deputy Commissioner's salary 


$7,500.00 
4,000.00 


eee 5,000.00 
Examiners’ salary ........... 19,928.80 
Inspectors’ salary ........... 4,000.66 
RCM tr che, ite a eraha as 33,214.79 
Contingent expenses ........ 7,646.52 

ESO Ce Re) See ear $81,290.11 


“The excess (as we work on the bud- 
get system) was turned over to the 
State. This department is in great need 
of more funds to cope with greater de- 
mands, but my budget was cut $10,000 
last year, in spite of our needs.” 


Illinois 

The amount of appropriations made 
to the Illinois department for its main- 
tenance is approximately $98,260. Of 
this amount, $15,000 is for printing and 
the balance for ...!2ries, equipment, etc 
The approximate collections to date 
since the first day of January is $2, 
500,000, 

The amount collected for privilege tax 
last year was about $1,500,000. Prior 
to 1919 taxes were collected under the 
reciprocal clause in the insurance laws 
and the total collections from all sources 
for the year was about $900,000. 


Connecticut 
Burton R. Mansfield, Commissioner of 


Connecticut, told The Eastern Under- 
writer, that the total amount collected 
from insurance companies by his de 
partment for the last fiscal year (and 
the last fiscal year was for only nine 
months, from October 1, 1918, to July 
1, 1919) was $341,485.01. The amount 
collected for taxes, included with the 
above, was $290,737.75. Total disburse- 
ments for the corresponding period 
were $35,525.25. There was a surplus 
for nine months of $305,959.76. Of 
course the remaining three months of 
the twelve would not have shown any 
such three months’ proportion of re- 
ceipts, for they are what we migfit call 
“lean months.” 

“You ask me if I have any views on 
this subject in general,” said Commis- 
sioner Mansfield. “I can only say that 
I think it would be very difficult to get 
the Legislature to reduce these taxes 
under present conditions when the 
States are in need of all they can get. 
I am ready to admit, however, that the 
taxes, I think, are in many respects un- 
duly burdensome.” 


New York 

Superintendent Phillips of New York 
said: 

“There is no doubt that the tax bur- 
den falls rather heavily upon the in- 
surance companies, and there may be 
inequalities existing; however, I have 
not given the matter sufficient thought 
or study to warrant my giving an opin- 
ion upon the subject.” 


lowva 
The total amount of tax collected 
from insurance companies in 1918 in 


lowa amounted to $667,859.21; the fees 
collected in 1918 amounted to $88,- 
577.50, and examinations $10,221.23. The 
total expenses of the department, in- 
cluding examinations, amounted to $36,- 
577.14. 

“IT believe that the taxes of insurance 
companies are excessive, due to the tax 
now being imposed by the government,” 
said Commissioner A, C. Savage to The 
Eastern Underwriter. “I think this is 
especially true of life insurance com- 
panies who are obliged to pay taxes on 
premiums that are absolutely fixed by 
contract with the insured, and there is 
no way that the companies can protect 
themselves against this tax. 

“T hardly feel that State taxes gen- 
erally are unjust, although it is quite 
certain that some States seem to be 
inclined to impose a rather stiff bur- 
den. All companies in the past have 
recognized the State tax and have based 
their premiums upon that charge and 
it has been included for a great many 
years in their premiums. I think that 
the companies should bear some por- 
tion of the State expense, although I 
am not willing to go so far as some in 
making the demand which some States 
do. J am inclined to favor a reduction 
in the taxes imposed by this State upon 
foreign companies, and having the levy 
reduced to 2 per cent rather than the 
repuired 21/, per cent as at present. 


Massachusetts 
Commissioner Hobbs of Massachu- 

setts made this statement: 
“] gubmit the following statement of 
the income and expenses of the depart- 
ment for the year ending November 30, 


1918: 


Receipts— 
Agents’ licenses .........--- $54,722.00 
Brokers’ licenses .......+++- 41,480.00 
Adjusters’ licenses ........- 68.00 
Company licenses ........-- 1,387.00 
Fees for certificates.......-. 1,251.00 
CHATGETE «00000008 pine aOn® 905.00 
Service of process.......+-+> 72.00 


NEE ies tesa cienneews 6,306.00 
BEISCOURNOOUS « ovccicccscecess 165.00 
Reimbursement for services. 90.74 
ee ee $107,046.74 
“In addition to these in estimating 


the receipts from insurance companies 
should be reckoned the excise assessed 
upon premiums received by agents for 
fire or bombardment insurance in for- 
eign companies not authorized to trans- 
act business in this Commonwealth 
which for the same fiscal year amount- 
ed to $3,426.75, also the tax on the valu- 
ation of life insurance policies which 
amounted in the same year to $24,026.31. 
The taxes are as follows: 
Savings bank life insurance 

A ee ee $1,604.64 
Insurance companies’ tax.... 971,469.78 
Life insurance companies’ ex- 
rates aah ose naw as, ee 

“Franchise tax not exactly known, but 
of inconsiderable amount. 

The expenses of the department were 
as follows: 


Personal services ........... $76,422.07 
SS See eee one 16,891.24 
Pan ks soaetawawae wean $93,313.34 


“I must request to be excused for the 
present at least from expressing an 
opinion upon our system of taxing com 
panies.” 


Georgia 


Insurance Commissioner Wright said: 

“I desire to say in reply to your ref- 
erence to the taxes imposed upon in- 
surance companies doing business in 
Georgia that these taxes are not levied 
merely for the support of the insurance 
department. 

“Under the system of taxation pro- 
vided for by the constitution of this 
State, we levy an ad valorem tax upon 
all property subject to taxation in Geor- 
gia, at a uniform rate. This tax applies 
to all property except public property 
and property of churches, purely char- 
itable institutions and educational in 
stitutions. 

“In addition to this tax we levy spe- 
cial taxes on certain classes of busi- 
ness being conducted in this State by 
persons or corporations owning prac- 
tically no property upon which the ad 
valorem tax can be collected, and also 
upon certain professions and avocations. 
These taxes under our constitution must 
be uniform upon the same class of sub- 
jects. In other words, insurance com- 
panies must all be taxed upon the same 
basis. All of these taxes are imposed 
for the purpose of raising adequate rev- 
enue for the support of the State gov- 
ernment, including the insurance and 
other executive departments. 

“Upon reflection I think you will con- 
cede that Georgia’s system of taxation 
is very just and equitable and does not 
impose unreasonable taxes upon any 
class of insurance companies doing 
business in this State.” 


Texas 


The collections of the insurance divi- 
sion of the Texas Department of Insur- 
ance and Banking for taxes and fees 
for the fiscal year ending August 31, 
1919, amounted to $948,820.17. 

“The cost of operating the insurance 
division of the department, for the same 
year, in so far as it is practicable to 
compute it, was $23,648.78,” said Com- 
missioner Briggs to The Eastern Under- 
writer. “You will understand that this 
can be only an approximation of the ex- 
pense of the division, inasmuch as the 
department is conducted as a whole, 
and a complete segregation of expenses 


is not made as between 
and insurance ends. 

“I have no comment to offer for pub 
lication on the suggestion that the 
known disparity between the revenues 
derived from insurance taxes and the 


the banking 


maintenance expense of insurance de 
partments, tends to prove that taxa 
tion of insurance is too high. It is a 


subject that I do not care to be quoted 
upon, without giving mature reflection 
to my conclusions. I am not adverse 
to saying to you, however, that I do 
not believe this position is at all ten 
able. 

“The operation of an insurance com- 
pany of the kind that pays taxes to the 
State involves the bestowal of a pub 
lic franchise, the enjoyment of which 
is productive of profits to the institu 
tion holding it, and the State is just 
as much entitled to the prescribed com 
pensation for the conferring of the privi 
lege in the case of insurance companies, 
as it is in the case of any other cor- 
poration which it allows to do business 
within its domain for a stipulated 
charge. 

“If it should be contended that the 
taxes insurance companies are required 
to pay, are disproportionate to a just 
levy upon their proceeds in payment 
for the privilege of carrying on their 
business, another question is raised, to 
which the relation of the cost of the 
maintenance of the regulatory depart 
ments to the taxes paid by the concerns 
operating, is in no sense, to my way of 
thinking, germaine.” 


Florida 

State Treasurer Luning made this 
statement to The Eastern Underwriter: 

The license tax received during the 
year 1918 was $31,850; license fees from 
agents, $31,040; 2 per cent premium tax, 
$193,623.99; filing fees, $2,020, making 
a total of $258,533.99. 

“I have connected with the insurance 
department an actuary at a salary of 
$2,500 per annum, two insurance clerks 
at salaries of $2,000 each, and incidental 
fund which can be used for various in 
cidental purposes of $1,400, making a 
total of $7,900. I could use to advantage 
a larger incidental fund, and I expect 


that the next Legislature will appro 
priate a larger amount for this pur 
pose.” 
Maryland 
Insurance Commissioner Keating 


says: 

“As for data concerning the receipts 
and disbursements of the department 
for our last fiscal year, will state that | 
will have to give you these figures as 
of November 30, 1918. The total re 
ceipts of the department were $474, 
953.76 and total disbursements $42,- 
549.73. In order to arrive at the legiti 
mate expenses of conducting the insur- 
ance department, however, there should 
be deducted the sum of $18,447.42, rep 
resenting the amount paid for exam 
ination of companies and valuation of 
policies, including a refund of taxes 
of $190.33 and an expenditure of $221.17 
for the investigation of fires, etc., under 
the fire marshal law of the state, which 
has been repealed, as these items are 
not properly expenses of the de 
partment. The examinations and val- 
uations are chargeable to and collected 
from the companies. It will thus be 
seen that the actual operating expenses 
of the department for the fiscal year 
ending November 30, 1918, amounted to 
$24,102.31. The net amount of receipts 
remitted to the state treasury was $432,- 
404.03. From this it will be seen that 
the operating expenses of the depart- 











a nnn 
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ment were only about 6 per cent of the 
net receipts. 
Montana 

In writing to The Eastern Underwrit- 
er, George P. Porter, Commissioner, 
said: 

“IT am afraid that Montana will have 
to be classed with those States which 
consider insurance companies as a 
source of income to the general funds 
of the State. 

“The annual insurance report shows 
that Montana collected from insurance 
companies for the last year $245,006.83. 
Of this $8,338.35 goes into the Fire Mar- 
shal Fund to pay the expense of that 
department, this amount being collected 
only from fire companies on their fire 
premiums. 

“The Insurance Department of Mon- 
tana is run in connection with the Au- 
ditor’s office. Until 1919 it was impos- 
sible to separate the expenses of the 
Insurance Department from that of the 
Auditing Department. The Legislature 
in 1919 appropriated $12,500 for the up- 
keep of the Insurance Department, but 
arranged the appropriation in such a 
way that possibly $3,000 of this will 
revert at the end of the year. 

“We believe that with a larger ap 
propriation much better service could 
be given in this department, which is 
now hampered by a small force and 
lack of funds. The State Auditor is 
Commissioner of Insurance ex-officio, 
and draws only his salary as State Au 
ditor, this combination saving some- 
what in the expense of maintaining an 
insurance department.” 

Tennessee 

For the year from January 1 to De 

cember 31, 1918, the Tennessee depart 


ment collected the following amounts 
from insurance companies: 
State tax on premiums...... $497,651.27 
oe ee 500.00 
Fees for agents’ certificates 
ge ere 20,050.00 
Fees for filing companies’ an- 
nual statements .......... 5,556.50 


In addition this department 

also collected from insur- 

ance companies fire preven- 

SU BU ae ng vl arniawra mae.« 34,368.34 

The deparment expended for main- 
tenance and expenses, including sal- 
aries, which are paid out of the gen- 
eral fund from the comptroller’s de- 
partment, $21,466.80. This report cov- 
ers for the entire year of 1918. 


Washington 
The total receipts of the office of the 
State of Washington insurance commis- 
sioner for the year 1918 were $518,- 
543.42, while the total expendttures for 
the same period were $34,477.84. Re- 
ceipts for 1919 have exceeded those of 
last year by a little over $100,000 and 
the expenses will be somewhat higher 
also. 
Louisiana 
The insurance department is only a 
part of the office of Secretary of State, 
and one appropriation covers the ex- 
penses of all departments. The amount 
approriated each year for the operation 
of the office of Secretary of State, in- 
cluding the salary of the assistant sec- 
retary of state and insurance depart- 
ment, is $10,000. The amount of license 
tax due by the various insurance com- 
panies doing business in this State is 
paid annually to the tax collector of 
the parish of the domicile of the prin- 
cipal agent in this State, and the 
amounts collected are remitted to the 
state treasurer through the State audi- 
tor. 
Arkansas 
The insurance department collected 
last year in taxes and fees from insur- 
ance companies approximately $302,- 
000. The annual appropriation for the 
maintenance of this department is $17,- 
200. 
North Carolina 
Commissioner Young said: 
“We pay annually into the State 


Treasury something over $500,000. In- 
cluding what is spent for fire preven- 
tion and other purposes, would say we 
expend in the State in running the de- 
partment, etc., about $100,000. 

“So far as my views upon the subject 
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of taxes, I would say we have not 
changed the taxes in this State for fif- 
teen years except to reduce them. And 
we now have about the average taxes 
charged. I am taking the liberty of send- 
ing you, under separate cover, two ad- 
dresses made by me, ‘Publicity in In- 
surance’ and ‘The Problems of Fire In- 
surance,’ in which you will find my 
views very clearly expressed as to the 
taxes,” 
Nebraska 

During last fiscal year fees received 
by insurance department were $89,230; 
taxes, $151,440. 

Mississippi 

The amount collected by the Missis- 
sippi insurance department for the last 
fiscal year, from all sources, was $300,- 
754. The total expenses of running the 
department, exclusive of the fire mar 
shal’s department, and exclusive of pos- 
tal and express, was $5,750, or less than 
2 per cent of the collections. 

“Under my suggestion,” said Commis 
sioner Henry, “insurance companies are 
taxed about on the basis of the average 
citizen, exclusive of municipal taxes, 
the same being about 1.85 per cent. 
Companies located outside of Missis- 
sippi pay no municipal tax, except on 
such real estate as they may own in the 
State.” 

Delaware 

Total amount collected for fiscal year 

1918 is $70,657. Exenses, $5,000. 
Vermont 

The tax situation in Vermont is very 
unusual. The situation is thus de- 
scribed by Commissioner Brown: 

“This department collects no taxes 
from the insurance companies. It only 
collects fees and the collection for the 
year ending June 30, 1919, amounted 
to $16,451, and the expenditures for 
this department for the same year end- 
ing June 30, 1919, were $13,614.59. The 
difference between the receipts and ex- 
penditures of this department are so 
slight that the companies have no rea- 
son to complain of the burden placed 
upon them in the way of fees in this 
State.” 

Michigan 

During the fiscal year ending June 
30, 1919, the Michigan insurance de- 
partment collected in taxes and fees, 
from all classes of insurance organiza- 
tions, $1,176,401.40. This amount in- 
cludes the statutory and retaliatory 
charges collected. The disbursements 
of the department for the same period 
were $44,763.82. . 


Wisconsin 
The total amount collected from in 
surance companies for the last fiscal 
year and the amount expended, follow: 


Receipts— 
I cis ay wheat ane oe $69,760.41 
SO TNE, <etnidce ore vierianeiew ee 664,440.20 
COGMSIEY T0BC8 ..csiccccaes 119,116.67 
Se Perr re 82,152.20 
(oe ae 42,365.27 
Fire dept. GUS. ......0.00. 163,169.94 
| ar tee $1,141,004.69 
Disbursements— 


Insurance dept. expenses.... $44,880.22 
Fire marshall dept. expenses 33,633.20 


’ 


Fire PYOVGRtieN 2606 ccccsees 7,170.00 
Paid fire departments....... 163,169.94 
NIN score tiinta eaeasavana aes wee $248,853.36 


West Virginia 

In 1871 the insurance department of 
West Virginia collected $1,446. In 1908 
a new law was passed requiring com- 
panies to pay a tax of 2 per cent on 
premium receipts instead of a tax on 
the amount of risks written. The re- 
ceipts for 1908 were double what they 
were for 1907 and in 1918 reached $235,- 
666. In addition to these taxes from 
insurance companies $45,000 was col- 
lected in fees in 1918 and $20,000 from 
the fire marshall tax. The total fees 
collected in 1918 were $304,698. Dis- 
bursements in 1918 were $y,410. Insur- 
ance Commissioner Darst said to The 
Kastern Underwriter: 

“These fees and taxes over the ex 
penses of the department go into the 
State treasury for the use of the State. 
In addition to these taxes there is a 
State excise tax of % of 1 per cent of 
the net income of all companies doing 
business in the State. I do not care to 
express any views at this time for pub- 
lication on the subject. The work of 
the insurance department has grown to 
such proportions that it will probably 
be necessary in the near future to or- 
ganize a separate insurance department, 
not under the State Auditor, and this 
will take a much larger expenditure in 
the future.” 

Maine 


In 1918 total receipts from the insur- 
ance companies were $206,293. Expenses 
were $7,600; salaries, $4,300. 

Missouri 

Missouri in 1918 collected $622,428 
from legal reserve life insurance com 
panies in taxes and total tax income 
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from all insurance companies was $1, 
036,000. 
Minnesota 

This department received in fees, etc., 

$88,555 for 1918, and disbursed $38,058, 
New Hampshire 

In 1919 New Hampshire collected 
$120,987 in taxes from insurance com- 
panies. It collected $19,586 in fees. Ex- 
penses were $8,445. In thirty years 
New Hampshire has collected $1,826.- 
090 of insurance taxes and fees more 
than expenses for running the depart 
ment. 

Kentucky 

The 1919 insurance department report 
shows that the receipts of the depart- 
ment for fees, agents’ licenses, com- 
missioners expenses, etc., were $55,033, 
Expenditures were $26,597. KE. M. Ma- 
goffin, auditor of the insurance depart- 
ment, says to The Eastern Underwriter: 

“This department is not responsible 
for the insurance laws in force in re- 
gard to taxes, fees, etc. The business 
of the insurance commissioner and 
other officials of this department is i 
see to it that the laws are properly ex 
ecuted, and an attempt is made to pro- 
tect the people of this State from frau 
dulent and insolvent insurance com 
panies. There can be no question ag 
to the heavy exactions made for taxes 
and fees upon various classes of insur. 
ance companies in most of the States 
of this union. 

“Declining to enter into any full. ex. 
pression of the views of this department 
in regard to such matters, it may, how- 
ever, be suggested that the insurance 
companies themselves are largely to 
blame for many of these exactions, and 
you doubtless know that in more than 
one instance it has been the arbitrary 
and dictatorial attitude of the managers 
of insurance companies that led to ex 
actions and to the multiplication of 
boards and commissions to whom au- 
thority has been delegated to see to ij 
that the insurance companies do not 
charge exorbitant rates and that ordi- 
nary fairness shall be used in the set 
tlement under policies issued for the 
protection of the citizens of the differ- 
ent States. Witness the extension 0. 
the plan of having Workmen’s Compen 
sation Boards, whose business it is to 
see that the workmen in the various 
manufactories, mines, etc., aré in real- 
ity protected against such companies 
and their agents as are willing to take 
advantage of the necessities of such 
workmen. 


Exempt Feature of Government Loans 


At the time the several Liberty Loans 
were authorized by ‘Congress, provisions 
were inserted declaring the income and 
principal to be tax exempt, this being 
in varying degrees with the various 
loans. The first loan was made entirely 
exempt in all features and mm all 
amounts, although this course was not 
followed in its entirety with the other 
loans. 

The tax which was levied in the last 
war revenue bill as applied to the sub 
ject under discussion consists of two 
parts, (1) the normal tax and (2) the 
war profits and excess profits tax. The 
latter is in many instances the more 
burdensome of the two. The basis upon 
which it is levied is in certain percent- 
ages of the income after certain deduc- 
tions. One of the deductions is a per- 
centage of the invested capital; 10 per 
cent under the war profits tax and 
per cent under the excess profits tax. 
The law provides that whatever amoun 
may have been invested in tax exempt 
securities, such as the Liberty Loan, 
shall not be included in computing in- 
vested capital. The result is that invest- 
ment in Liberty Ioan Bonds instead of 
effecting a saving in the amount of the 
tax of the company, grossly increases 
it if the company is at all prosperous. 

To illustrate, a company invests a mil- 
lion dollars in the first Liberty Loan. 
The income from it is $35,000. It pays 
no normal tax on it and, therefore, saves 
12 per cent of $35,000 or $4,200. Novy, 


when you come to compute the excess 
profits tax, you cannot include your 
million dollars in invested capital, 
hence you lose a deduction of 8 per 
cent of that amount, or $80,000. Under 
the war profits section, the tax may be 
anywhere from 20 to 60 per cent. Even 
if it were 20 per cent, by reason o 
losing this deduction of $80,000 it costs 
the company $16,000. The result is that 
the company, by its investment in 
United States tax exempt bonds, has 
on one hand saved $4,200 and on the 
other hand has lost $16,000. 

“That may conform to someone’s idea 
of tax exempt bonds, but it does not 
conform to mine, and merely empha- 
sizes what I have maintained from the 
start that an insurance company had 
no business whatever to invest in 
United States bonds except as it might 
be prompted by patriotic considera- 
tions,” said a company official this 
week. “Of course, I am not to be un- 
derstood as arguing against such invest- 
ment for patriotic motives are quite 
sufficient as an actuating cause. I do, 
however, insist that the United States 
Government is too great and ought to 
be too fair to frame its laws so as to 
directly stultify its universally made 
claim that its first Liberty Loan was 
entirely tax exempt. The truth is that 
these bonds of the first loan are tax ex- 
empt if they are held by one who does 
not engage in any business, but if they 
are held by a corporation such as an 


insurance company as part of its invest- 
ed assets, they are not tax exempt but 
as a matter of fact, most highly taxed 
if the holder is a prosperous going con- 


cern. I do not think that the United 
States Government should make the 


front of giving certain exemptions witli 
its right hand and then with its lef! 
hand take those exemptions away and 
more too.” ——————"—"——— 
SUGGESTS AMENDMENTS 

Four questions about life insurance 
taxation have been prepared by an 
actuary in the line of suggested revi 
sion of legislation: 

1. Conceding that life insurance com- 
panies should be taxed to an amount 
sufficent to pay the cost of adequate 
governmental supervision, is it proper 
that they should be further taxed for 
general purposes, thereby raising the 
cost of insurance to the policyholders? 

2. Should the Federal Estate Tax 
law be so amended that it would not 
apply to any insurance payable at 
death to an individual beneficiary? 

8. Should the Federal Income Tax 
law be so amended that insurance pai 
to a corporation under a policy taken 
out on the life of an officer or employe 
would not be taxed as income? 

4. Should the Federal Income Tax 
law be so amended that the individual 
tax payer would be granted an exemp- 
tion, as in England, on account 0 
premiums up to a certain amount, paid 
for life insurance protection? 
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Some Novel Features of the State 


Let it be understood that in plowing 
over old fields the author may turn up 
some new ground. If he does, it will 
be done entirely upon his own respon 
sibility and with the spirit of a pioneer, 
who merely begins what others finish. 

The opinions here expressed are mine 
alone, and they are not shared wit 
any other person or company, so far 
as I know. Certainly no person or com- 
pany can justly be held responsible for 
them. 

With this preliminary, let it also be 
understood that where “taxes” are re 
ferred to herein, the expression is in 
tended to mean those “license fees’ 
which are required in many States 
life insurance companies for the privi 
lege of doing business, and they very 
properly may be called taxes, since the’ 
have come to be a big element in the 
revenues of States. 


Definition of a Tax 


A tax is an enforced payment legally 
levied by government for public pur- 
poses. 

This definition is not stressed for 
emphasis, but for easy reference. When, 
and if, a definition is needed, this may 
be used. 

If I give myself the unction o1 pre 
suming that any one will read this ar- 
ticle, then I may be pardoned for hop 
ing that he who does, will give the defi 
nition some thought. 

It is a fine example of the possib'li 
ties of the English language, for with- 
in that lonely line is comprehended all 
the philosophy of one of the greatest 
single forces (save religion) affecting 
the future of all the peoples and na 
tions of the earth. 

With this definition as a text, let us 
proceed in a clerical way to an exe- 
gesis. 

A tax is an “enforced payment.” No 
man or corporation ever imposed a State 
tax upon himself or itself. A real tax 
must be levied by authority. 

It must be “legally levied.’ No tax 
should be imposed by the State ex 
cept by the consent of the people from 
whom it is to be collected through their 
authorized representatives in legisla- 
ture assembled. 

In performing the duty of levying 
taxes for the support of government, 
State legislatures may in the exercise 
of their undoubted power impose bur- 
dens even beyond the financial capacity 
of the classes taxed to pay. ang <ow 
ever impolitic or unwise such course 
would be, the courts have no right to 
interfere with the exercise of legisla- 
tive discretion. 

Must Be for Public Purpose 

All State taxes must be levied for 
“public purposes,” and not for the pur- 
pose of getting spending money to grat 
ify private inclination, or private inter- 
ests, or pander to the sins of liberality 
and extravagance. 

In order to be legally levied, too, 
taxes must be uniform and not arb’- 
trary. These are inviolable rules and 
they are founded on correct principles. 
An honest, equitable and just tax should 
fall equally and uniformly on all sub- 
jects in the same field of competition. 
_ That taxes which are in fact license 
fees May appear to disregard this rule 
and still be ‘constitutional, is one of the 
blots on our system. 

How Taxes Are Applied 

Now let us consider how taxes are 
applied. The State may tax persons, 
property and business. The tax on per 
sons may be here disregarded since we 
are not presently concerned with it. 

Property is either real or personal 
All life insurance companies very prop 
erly pay taxes on real estate, and it is 
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pardonable to say, in passing, that they 
pay more in proportion than individ 
uals, and they even pay more than most 
corporations, because ef a system of 
supervision and control which will not 
permit them to evade the tax, even if 
they were inclined to do go. 

Personal property is tangible or in 
tangible; it is either of the character 
of furniture, clothing, implements, jew 
elry and the like, or it consists o! 
money, credits, stocks and bonds. We 
still are not concerned for the pur 
poses of this paper. 

Now come we to the business tay. 
That will interest us. Within this cate 
gory is the license fee for the privilege 
of doing business. 

The Business Tax 

Life insurance must be carried on } 
corporations. A recognized classifica 
tion divides corporations into three 
groups, (a) political or municipal, (b) 
public utility, and (c) strictly private. 

This latter group is in turn subdivided 
into, (a) corporations organized for 
profit and (b) those not organized for 
profit. Within the latter, falls the life 
insurance company. It certainly is not 
a public utility corporation. 


What Is Life Insurance? 


What is life insurance? 
All insurance is indemnity against 
loss. Life insurance is indemnit; 


against the loss of an earning capacity 

A man has a house worth one thou 
sand dollars totally destroyed by fire 
What has happened in an economic 
sense? Just one thousand dollars’ 
worth of property has gone up in smoke 
and there has been a loss to the owner, 
his family, the community and th 
State. 

Suppose kind-hearted neighbors, con- 
sidering the loss embarrassing and dis 
astrous, should take up a voluntary con- 
tribution to cover it. Each would incur 
a small personal loss that the larger 
might be extinguished. That would in- 
volve the principle of insurance. But 
the next time a similar fire occurred, 
suppose they systematized the idea on 
a basis of equality, that would be real 
insurance. 

Suppose in e'ther event that a State 
officer stood at the contributing point 
and demanded a certain percentage of 
the funds on the ground that the con 
tributors ought to pay for the privi 
lege of making these free-will offerings, 
would any one be foolish enough or apa- 
thetic enough to let him collect? 

A man dies. A moneyed value is lost. 
The family, the community and the 
State suffer. Again, kind-hearted neigh- 
bors, estimating the value of this loss, 
contribute varying sums to recoup it. 
That would not be satisfactory insur- 
ance, although retaining the principle, 
for the payments would be optional. But 
suppose those same neighbors agreed 
that every time one of their numbers 
died the rest would eontribute equally 
to the loss, that would approximate life 
insurance. It would hardly be practical 
and certainly not successful, but sup 
pose again, that the same basic princi- 
ple were retained, to wit, co-operation 
to indemnify against a loss, and a work- 
able system adopted whereby each mem- 
ber would share equally in paying every 
such loss, including his own, that would 
be life insurance. 

The persons concerned need not nec 
essarily be neighbors, but they would 
preserve the kindly idea of co-opera- 
tion, just the same. Each would insure 
the other, but instead of organizing 
every time a death occurred, they would 
turn to a medium already organized to 
anticipate death and to carry out the 
friendly, co-operative idea of indemn!- 


fication. That medium, of course, is the 
life insurance company. 
A League of Neighbors 

Volumes already have been written, 
and many more will be penned, extoll- 
ing the service of life insurance. Not 
even the salient points will be repeated 
here. But this much must be noted: 
Not a word has been written; not a 
thought advanced and not a feature ex- 
ploited which has in any way, shape 
or manner, nullified or altered the plain, 
simple Christian spirit back of the life 
insurance idea. 

The fact is that despite everything, 
a life insurance company is nothing 
more or less than a League of Neigh- 
bors co-operating in a kindly way for a 
fenerous purpose. 

Why tax such a league? 

A reasonable answer is hard to frame. 
The sound arguments support the con- 
tention that it ought not to be taxed 
ior the privilege of continuing and en- 
larging its useful, practical beneficence 

But we know very well that States do 
tax life insurance companies and there 
must be some reason for it. 

There is: They “need the money.” 

Why Fraternals Are Not Taxed 

Still, the fraternal benefit societies 
ure not taxed. Why not? 

There are two perfectly good rea- 
sons: First, they ought not to be taxed; 
and second, they are equipped and or- 
ganized to prove it. 

Level premium companies have many 
of the same arguments in their favor, 
but they have not perfected their facili- 
ties for convincing the right persons 
of that fact. 

And let me say now and here, that 
level premium life insurance companies 
will not make much forward progress 
by pointing to the “other fellow.” What 
they must do is to fight their own bat 
tle on its own merits. They must con- 
struct, not tear down. 

The Question of Exemption 

The preponderance of expert evidence 
and theory is in favor of tax leniency 
for all life insurance companies. Econ 
omists and other scholars, including 
great statesmen, argue strongly in favor 
of exemption. We who are associated 
with the business intineately, are famil- 
iar with the views of Pitt, Sumner, 
McCulloch and John Stuart Mills. We 
know that supervising officials, begin- 
ning with the great Elizur Wright and 
including Commissioners Drake, Ritten 
house, Barry, Hartigan, Winship, Prew 
itt and others, have been pronounced 
in their views favoring reform, while 
prominent educators like Profs. Zart 
man and Huebner have been liberally 
inclined. 

Of course, all the officers and other 
representatives of life insurance com 
panies have felt that life insurance 
either should be wholly exempt from 
taxation, as is the fraternal form of 
it, or else very leniently treated. 

This, too, reflects the opintons 0°: 
many associations allied with life in 
surance. The National Convention of 
Insurance Commissioners; the Associa 
tion of Life Insurance Presidents, the 
National Association of Life Underwrit 
ers, the International Tax Conference, 
the American Life Convention, the 
American Bar Association and possibly 
other very distinguished societies have 
adopted perfectly wonderful reports and 
resolutions about the subject, and the 
only dissenting voices we find are from 
one single State tax commission and a 
couple of insurance commissioners 
whose names already are forgotten in 
the life insurance field. 

And yet, despite all the arguments 
laws taxing life insurance companies 


are found on the statute books of near 
ly every State of the Union. 

They began insiduously and spread 
rapidly until today they are common, 
but heterogeneous. 

New York was one of the first States 
explicitly to tax life insurance. 

The First Life Taxation 

It may be interesting to recall that 
prior to 1849, in New York State, life 
insurance companies were chartered 
without capital stock, had no stock- 
holders as such, paid no dividends and 
reserved all accumulations to meet the 
requirements of policies when the in 
sured died. Surplus was added to poli 
cies, became the property of the in 
sured and was taxable as such as part 
of his personal estate. 

No attempt was made for a long time 
to tax these accumulations or other 
funds in the hands of companies and 
when an attempt was made, it was re 
sisted as illegal. 

It is regrettable that circumstances in- 
terfered with a definite decision on the 
question. In 1849 the legislature passed 
an act requiring companies to have a 
capital stock of $100,000 at least. The 
capital was taxed, and companies or 
ganized before 1849 showed a disposi- 
tion to settle the tax controversy by 
being placed on the same footing. But 
the tax commissioners persisted in as- 
sessing companies on their accumula- 
tions and the fight went on, without a 
settlement of the issue. The legisla- 
ture of 1853 passed an act intended to 
put all domestic companies on the same 
plane, regardless of their incorporation 
prior to or after 1853, and as part of its 
then curreat program, it specifically put 
a tax of two per cent on the gross pre- 
miums of foreign companies. That 
started the tax idea and it became con 
tagious. 


Tax on Premium Receipts 

Today we -have a heterogeneous lot 
of laws, the most popular form of which 
is a tax on premium receipts, ranging 
from one to three per cent, and permit- 
ting, in some cases, no deductions at 
all, and in others, allowing deduction: 
ranging from dividends to deat: losses 
and other things. 

In addition to taxes on real estate and 
other property, and aside from the taxes 
for the privilege of doing business, life 
insurance companies pay multiform ¢ 
partmental fees and they even pay taxes 
in some towns, cities and villages. 

So we find here in the United States 
as applied to an institution particularly 
susceptible to uniformity, the most un 
uniform system of taxation imagmable 
How did it get rooted? 

Good arguments always have and al 
ways will be against taxation, but we 
have seen how insiduously the idea 
started in New York; and “the fathers,” 
I presume, thought they would better 
accept the comparatively small taxes 
then imposed than take the chances of 
larger ones under pressure. 

A Blunder 

That is where they made a bad blun 
der. With the facts well established 
and the preponderance of argument fav- 
orable, life insurance should have stood 
its ground to a finish! 

"he first tax laws, naturally enough, 
were enacted in the East, where the new 
and thriving life insurance companies 
were. When these companies expanded 
into the south and west and legislators 
began to see the money of constituents 
cong “back east” to feed the awful 
octupus of Wall street, they manifestly 
considered it would be a bright fiscal 
joke to put a pretty fair tax on the 
privilege. They did so and they there- 
by hoisted themselves on their own 
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petard, for when those localities began 
to deveolp some wonderful and really 
eycellent companies of their own, and 
the companies sought “a spread” so 
necessary to their development by en- 
tering other States, they discovered re- 
tuliation, along with a realization that 
the joke, after all, was not entirely on 
Wall Street! 

That, very brieffly, is how the system 
rooted and it has grown because the in- 
stitution has not been able to handle 
it. Some grievous errors have been 
made. Officers of companies and other 
good friends of the institution have not 
properly nor fully used the means that 
have been in their hands. They have 
failed to impress the right people. They 
have lacked a program. They have 
done bravely enough with each other, 
and they have written some perfectly 
remarkable papers and pamphlets; they 
have delivered some brilliant and con- 
vincing addresses; they have inspired 
able and earnest editorial comment: 
they have had some forcefui and im 
pressive resolutions adopted—but they 
have not succeeded in stopping the on 
ward march of tax laws nor the upward 
tendency of the rate. 

And the worst is yet to come! With 
the States, like persons, growing crim- 
inally extravagant and with revenue cut 
off from former well-padded sources, the 
legislative eye naturally will turn to 
some gentle substitute which looks as 
if it would permit its feathers to be 
plucked without much squawking. 

If the institution of life insurance is 
to escape, it will have to do better in 
the future than it has done in the past. 

Common People Have Been Mis-Read 

Representatives of life insurance com- 
panies have mis-read the common peo 
ple. They thought lawmakers would 
respect economic rules and axioms, and 
these men smiled at them. They plead- 
ed for scientific treatment of the sub- 
ject and they got the sordidly practical. 
They tried the sentimental and that in- 
voked opposition. They even appealed 
to the courts for equitable and legal 
relief, and they got beautifully beaten! 

We may as well be frank. We either 
have not sufficiently sensed the situa 
tion or else we have not done what we 
ought to have done. 

The fact is that the question of tax- 
ing life insurance companies, purely. 
simply and exclusively, is a legislative 
one—a practical question controlled 
largely by fiscal necessities and subject 
to none of the legal rules nor any of 
the economic axioms. 


Error in Handling Question 

Has the institution erred in its han 
dling of the question? 

Frankly, I think it has, and unless it 
mends its way, it will continue to err. 
It is touching and tender to fraternize 
with each other about this matter, but 
it is a heap sight more effective to 
quit chinning and “resoluting,” and to 
get out and enlist recruits—to convert 
men who some day will be elected to 
pass upon the question. 

We have gone from the Home Office 
to the wrong people. We have either 
huddled together and figuratively wept 
over our troubles, or else we have gone 
direct to legislatures after some mem 
ber has introduced a Dill. 

The approach direct from the Home 
Office to legislature is bad! The gen 
tleman from Hicksville does not tackle 
kindly to the high-priced pilgrim from 
“the city’? who appears only long enough 
to tell him how little he knows! 

Anything worth having is worth ask 
ing for and if policyholders are entitled 
to relief from burdensome and unjust 
taxes, the least they can do, is to ask 
for it. They haven't done so, thus far. 
except when incited thereto by the 
Home Office and they probably will no! 
initiate any legislation in their own he 
half unless prompted to do so by the 
same inspiration. 

No sensible person will read into this 
article criticism of officers of life in 
surance companies. On the contrary, 
the very fact that all efforts at tax re 
form have originated with them indi- 
cates their earnest desire to protect the 
interests of policyholders. 


Criticism justly may be made of life 
insurance managements because they 
do’not know how to “play the game” or 
“talk the language of the tribe.” 

legislators come from all manner of 
occupations and vocations. In a re- 
cent legislature in Wisconsin, consist- 
ing of one hundred and _ thirty-three 
members, there were twenty-eight sep 
arate and distinct income producing 
media represented. Mighty few were 
lawyers and fewer represented the other 
professions. The bulk of the legislature 
was recruited from the great common 
people. The man who talks to legisla- 
tors must speak a various language. 

Existing Method of Procedure 

Let us now and for a moment consid 
er the existing method of procedure 
Suppose a bill is introduced to increase 
the rate of taxation on insurance com 
panies. The first step is to negotiate : 
committee hearing. If this is granted, 
counsel is despatched to present an 
argument against it. Here he masses 
all the familiar utterances of econo 
mists, public officials, teachers, writ 
ers and special pleaders; he presents 
all the stirring resolutions which have 
been adopted by earnest bodies and he 
undoubtedly makes an eloquent plea in 
behalf of his interests. All goes merry 
as a wedding-bell, until some calmly- 
clad gentleman, later—in executive ses- 
sion—quietly makes some remarks about 
assets, salaries, ete., and calls particu- 
lar attention to the crying need of the 
State for revenue, whereupon another 
historical fact in connection with life 
insurance soon passes into the hall o° 
records! 

Why? 

Because no person on the committee 
is in position to put up a good argument. 
for life insurance, nor has any incen- 
tive to do so. The institution has not 
trained the public for that emergency. 

A Word About Lawyers 

And, besides, the present method of 
promoting or opposing legislation on 
behalf of life insurance companies is 
not altogether satisfactory, especially 
where the matter is left to lawyers. I 
regret very much to have to say that 
in my humble judgment lawyers are not 
wonderfully effective before legislative 
committees. They appear to miss the 
protection of the careful judge who sees 
to it that opponents do not inject into 
the proceedings any surprising, or in- 
competent, irrelevant and immaterial, 
evidence and they are ofttimes non- 
plussed at the irreverent manner in 
which committeemen catechize and 
heckle them. A legislative committee is 
very much different from a tongue-tied 
jury that is obliged to listen without 
arguing, talking back and otherwise dis- 
concerting. 

I dislike to write it, and I hesitate 
prayerfully before doing so, but in my 
estimation lawyers aye poor settlers of 
legislative questions. Indeed, they are 
about the best little un-gettlers we have. 

Let me cite just one example of how 
they have proceeded in their really anx- 
ious desire to settle this question of 
taxing life insurance companies. 

American Bar Association Report 

In 1907 the American Bar Association, 
represented by organizations of lawyers 
in practically every State of the Union 
adopted a report of its committee on 
insurance law which called attention to 
the fact that money of an insurance 
company was looked upon as “spoils” 
by a “number of state legislatures which 
with little knowledge and less scruple, 
have treated as legitimate loot these 
moneys raised by voluntary taxation 
to provide against disaster and calamity 
and which are a trust fund for the 
thrifty and prudent citizens, widows 
and orphans of the United States.” 

The report continued: ‘The individ- 
ual who misappropriates trust funds 
deserves censure and punishment, but 
it is just as dishonest to steal under 
protection of law as without it; it is 
just as dishonest for the States to lay 
unholy hands on trust funds as for an 
individual, and the States commit a 
monstrous injustice when they seek 
even partially to maintain themselves 


by legislative raids upon trust funds; 
moreover, it is the climax of cowardice 
to commit extortions in the name of the 
police power, but most of them are do- 
ing it, and thus they commit the iden- 
tical offence they condemn and punish 
in the individual.” 

The chairman of that committee also 
wrote a letter to Max Cohen, editor 
of “Views,” in which he said, in part: 
“Legislative avarice has glutted itself 
and special appropriations have been 
made available through raids on moneys 
held in trust by the insurance com- 
panies for the American public. Every 
State in the American Union condemns 
and punishes burglary, theft, embezzle- 
ment of public and private funds, and 
breaches of trust; but the States 
through their legislatures have looted 
the money in sight of the insurance 
companies, thereby committing in the 
name of the whole people the identical 
offences which they punish in the in- 
dividual citizen. It is just as dishonest 

and much more cowardly—for a State 
to take what it ought to let alone, as 
for an individual. The individual can- 
no: excuse himself by saying he needed 
the money, but the State does that 
very thing.” 

I wonder if you get what I really 
mean? 

Why Were Not Steps Taken to Right 
Wrong 

Here is a great and grave body of 
trained and habitual reasoners. It de 
liberately adopts a report which con- 
tains unusual and scathing language. 
Why, if it was so deeply concerned 
about this “monstrous” and “cowardly” 
injustice, did it not take necessary steps 
through its various State branches, to 
right the grievous wrong? 

| mean to say that here we have a 
perfectly familiar ilustration of a com- 
mon fault. It is almighty easy to adopt 
a fine-sounding report and then sit back 
and let “the other fellow” do the work. 

Besides, one trained in the sensitive 
art of legislation does not deliberately 
scold the very fellows of whom he ex- 
pects to ask favors. 

Perhaps you get what I mean, now-—- 
this tearing down and calling names, 
you know. 

Legislative Representation 

But, you ask, what shall we do for 
legislative representation? 

Employ practical men who know the 
business from their hearts out; let them 
tell the common people, in legislative 
sessions and out, what there is to this 
subject, give them a definite program, 
and reform will take care of itself. 

If legislative representation actually 
is necessary, hire a human being who 
knows the business, plays the game and 
talks the language of the tribe. 

The most effective legislative represen- 
tative I have ever met was a practical 
railroad man. He knew nothing of the 
science of oratory or the art of argu- 
ment. He has effective because he 
knew his business. Besides, he was 
human and had some of the human 
frailties. He was democratic. He lived 
and played with legislators. He was 
frank. He never boasted about his 
business. He was honest about its 
faults. He conceded much to the other 
fellow. His arguments were conver- 
gations. not orations. He knew his 
work, he played the game and he talked 
the language of the tribe. 

Scolding Does No Good 

Of one thing I am positive, scolding 
and villification will do no good. That 
is justice-of-the-peace stuff! There is 
something greater, broader and better 
to this question than we have yet em- 
ployed. 

There is an affirmative to it. Up to 
this time most of our efforts have been 
negative. 

We must teach, not preach. 

And we must be careful what we 
teach. We must discard discredited ar- 
gument. For example, we have quoted 
so often the memorable words of 


Charles Sumner to the effect that a tax 
on life insurance is a tax upon a tax, 
that we entirely overlook the fact that 
the distinguished gentleman permitted 


himself much poetic license when he 
made that statement and that the fal 
lacy of it was exposed by Commission 
er Matthews as far back as 1889. We 
have parrotted the “thrift” plea so per 
sistently that we forget we tread on 
dangerous ground every time we use it 
But why multiply? 

We must quit fighting wind-mills: 
get down to a common program and 
proceed with understanding. 

What we ought to do, first, is to get 
back to fundamentals and carry our 
message to those concerned. 


Quotes Professor Gephart 

Prof. W. F. Gephart in a late work on 
the “Effects of the War on Insurance,” 
says “there is little general apprecia- 
tion of the simplicity of the insurance 
principle.” 

If I dealt out a little loving admoni- 
tion to an aggregation of appreciative 
brother workers in the vineyard, read 
what Prof. Gephart has to say, in kind 
ly terms, about our officers. He says: 
“After giving all the credence to the 
avowed purposes of the officials of 
private insurance organizations to have 
the public understand the principles on 
which their business was conducted, the 
fact remains that even few of the pol- 
icyholders, not to mention the public 
at large, have had any considearble 
understanding of insurance.” 

Further, he writes: “The gulf be- 
tween the insurer and insured is yet 
very wide, but it is one which must be 
closed if private insurance is to justify 
itsef.” 

I venture the opinion that there is 
not an officer of any life insurance com- 
pany in the United States who does not 
realize how that gap can be closed. 

Back to First Principles 

We have gone afield! Let’s get back 
to first principles! 

There is nothing cryptic about life in 
surance or the media through which it 
is distributed. 

Why try to fool ourselves and others? 

Life insurance is nothing but a League 
of Neighbors, in its fundamental prin- 
ciple, and that the business is benefi- 
cent; that it is a splendid adjunct to the 
state; that it is more practical than 
organized charity; that it is the pre 
server and protector of home and fam- 
ily; that it is the most wonderful peace- 
ful empire builder in the country—all 
that is merely incidental. Its one and 
paramount function is help for the help 
less! 

tet that to the public, with a defi- 
nite, affirmative program upon which 
the Institution of Lfie Insurance can 
unite, and I venture the assertion that, 
once more, an unbroken line of history 
will repeat itself. 

What Institution Stands For. 

It is a noteworthy fact that this In- 
stitution has stood for unanimity on 
most of the important things relating 
to or affecting its welfare, and it is 
a very significant fact that every time 
it has so united and stood, its course 
has been crowned with success—very 
constructive and permanent success. 

Witness the laws on our books today 
relating to the subjects of rebating, 
twisting, misrepresentation, agency 
qualification, solvency, and many others, 
and yet on this most important and 
far-reaching subject of taxation there 
has been, and still is, the utmost di- 
versity of opinion. 

Representatives of insurance have 
gone the whole distance in disagree- 
ing. Many have advocated that life in- 
surance companies ought not to be 
taxed at all for the privilege of doing 
business; some have contended that 
taxes ought not to exceed the amount 
which will cover the cost of supervis- 
ion: a few have been willing to submit 
to just a little bit more tax than that; 
others diplomatically have conceded the 
premium tax, but even these have split 
up as to rate, deductions, etc,; a num- 
ber have advocated a tax surplus; some 
have suggested a tax on reserves; some 
on income from invested assets; some 
on surrender values and then we have 
had a few blithe and merry gentlemen 


(Continued on Page 10) 
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Life Insurance Premiums Are Deposits; 


Savings Against a Certain Calamity 





By T. W. BLACKBURN, Secretary American Life Convention 


The views of Mr. Blackburn, pre- 
sented herewith, were written by him 
in a letter to this publication, and not 
as an article of publication. He was 
asked for permission to publish the 
extracts given below and graciously 
gave it. 

Savings banks are not taxed upon 
deposits made by their depositors. 

Life insurance premiums are purely 
deposits and represent savings against 
a certain calamity. 

The life underwriters who are paid 
commissions on premiums are taxed 
upon their income and upon any prop- 
erty which they may build up from sav- 
ings from these premiums. The same 
is true with reference to renewal com- 
missions as well as first year com- 
missions. 

Clearly, these items should not be 
taxed as gross receipts of life insur- 
ance because they are necessary ex- 
penditures in conducting the business, 
and because to tax them as part of the 
grass receipts or to include them as 
gross receipts in calculating the tax is 
essentially double taxation. 

Life insurance reserves or net 
premiums are deposits made by the 
policyholders for the purpose of ma- 
turing their policies. Theoretically, 
every policyholder pays into the treas- 
ury of the company a sum sufficient to 
pay the amount recoverable at death 
or maturity of the contract. These net 
premiums which constitute the reserve 
are the rewards of thrift and are 
strictly savings deposits. 

Profits in a Restricted Sense 

Savings in mortality and excess in- 
terest earnings are profits of life insur- 
ance companies only in a _ restricted 
sense. Savings in mortality are the 
basis for dividends to _ participating 
policyholders. They represent’ the 
identical item to  non-participating 
policyholders excepting that in the case 
of non-participating policyholder the 
company has anticipated the dividends 
from these savings and paid them out 
in advance by a reduction of premium. 

Excess interest earnings above the 
contract rate of 3 to 3%, or 4 per cent 
are the only profits which a life insur- 
ance company can consider as com- 
mercial bookkeeping gains. Even these 
gains are in the nature of guaranties 
for the performance of the contract. 
In years like last year, not only would 
the mortality savings be absorbed in 
claims, but in many instances the en- 
tire excess interest earnings would be 
consumed in the payment of excessive 
losses. 

I am of the opinion that life insur- 
ance companies should be taxed and 
that the only item properly taxable is 
the free interest of the companies. A 
company can pay taxes on the free in- 
terest without at any time endangering 
its solvency, no matter how heavy the 
tax may be up to 100 per cent. 

Gross Premium Taxation Wicked 

The taxation of gross premiums by 
States and the National Government is 
fundamentally wrong. if not positively 
wicked. 

It is a tax upon production and a 
hindrance to growth and development, 
an arbitrary exaction which is inde- 
fensible from any point of view. 

The states are possibly entitled to 
collect from tompanies doing business 
in the state the necessary expenses of 
supervision, but a percentage tax on 
gross premiums intended to produce 
revenue for the state’s general expen- 
ditures violates every principle of 
equitable taxation. It is a penalty upon 
thrift and a levy upon the savings of 
individuals and companies representing 
the individuals, and a burden which is 


very heavy upon a beneficent under- 
taking. 


Unfair Discrimination 

In the case of the young companies, 
the issues tax levied by the Govern- 
ment of eight cents per hundred dol- 
lars on each ordinary policy is an un- 
fair discrimination against the com- 
panies in addition to the features al- 
ready indicated above. 

A young company with $10,000,000 of 
business on its books, writing as it can 
safely write, $5,000,000 addition, is 
taxed $4,000, while a company with 
$500,000,000 of business, writing its 
usual new business, will pay a very 
much smaller relative tax. 

The United States Government levies 
taxes on the capital stock on the new 
issues of policies on the net income 
calculated in an unfair way and on the 
excess profits calculated in an unfair 
way. These four items of taxation bear 
unequally upon companies in relation 
to size, gross income and mortality 
experience. 

Tax on free interest in lieu of these 
four items would make an _ equitable 
tax upon all the companies and pro 
duce a very large revenue. The basis 
of tax would be increased necessarily 
from year to year and as the company 


grows its relative tax will likewise 
grow. 

There is only one alternative to the 
free interest income tax and that is a 
flat arbitrary gross premium tax. It is, 
however, objectionable because it 
seems like a small amount in compari- 
son with the percentage rate of taxa- 
tion on other corporations, and is ob- 
jectionable for other reasons already 
stated, and for the additional reason 
that it opens the way to unfairly in- 
crease the tax without permitting the 
company to recoup itself by increases 
of premium payments. The life insur- 
ance contract being a long time or life 
contract, the company cannot increase 
the premium to its old policyholders 
unless it does it indirectly by reducing 
of so-called ‘dividends. 

A non-participating company having 
made its premium rates at the time the 
contracts were entered into, must stand 
by those premiums until the contract 
matures, and can only recoup itself for 
excessive taxation by increasing the 
premium to new policyholders. This 
is a discrimination against the new 
policyholders which no one would at- 
tempt to defend. 


LIFE INSURANCE 
TAXATION DEFINED 


By PREBLE TUCKER, New York 


The whole question of taxation is so 
fraught with technicalities, not to say 
intricacies, that it is difficult to pre- 
sent it in terms adapted to popular 
comprehension. 

Since the days of the “Boston Tea 
Party” we Americans have shied at the 
mere mention of the word “taxation.” 
Such forms of taxation as we have re- 
luctantly accepted have, in the main, 
been taxes which would only reach us 
indirectly; in other words, we have 
preferred to take our medicine in a 
disguised form. 

There are to-day many tax laws on 
our statute books, which would never 
have been enacted had the masses of 
the people realized the fact that the 
burden would fall on them ultimately. 

Among such taxes are those imposed 
indirectly on the holders of life insur- 
ance policies and the _ beneficiaries 
thereunder. 

I purpose, in what follows, to show 
to what extent life insurance is being 
unjustly burdened and discriminated 
against by tax legislation. 

Handled Unscientifically By 
Legislatures 

It is but fair to state that this situa- 
tion is chiefly due to the unscientific 
way in which our legislatures handle 
the tax question. It is undeniable that 
our federal, state and municipal gov 
ernments must have regular revenue in 
order to function effectively, but the 
methods of raising such revenues 
should be left to those who are quali- 
fied, by study and experience, to form 
a scientific and economic system of 
taxation. Unfortunately, politics has 
usually interfered with the adoption of 
any rational and consistent scheme of 
revenue raising by our legislators, and 
the public has suffered as a conse- 
quence. 

It has long been recognized by econ- 
omists that there is a science of taxa- 
tion, in which are embodied  well- 
established laws or canons; in all but 
a very few instances, however, our 
legislative bodies have ignored these 
canons, when it came to framing tax 
laws: this is especially true of our 
Congress. 


It is to be hoped that, since Con 
gress is about to adopt a_ scientific 
method of regulating public expendi 
tures, the time is not distant when our 
Washington solons will recognize the 
equal importance of a scientific system 
of raising public revenues. This can 
be brought about only by the pressure 
of an educated publie opinion. 

The Knowledge Needed To Understand 
Taxation 

A general knowledge of the follow- 
ing principal canons of taxation is es 
sential to an intelligent consideration 
of the subject: 

First. Taxation must bear as lightly 
as possible upon production, so as least 
to check the increase of the general 
fund from which the taxes must be 
paid. 

Second. Taxation must be easily and 
cheaply collected, and fall as directly 
as may be upon the ultimate payers. 

Third. Taxation must be certain—so 
as to give the least opportunity for 
corruption on the part of officials and 
the least temptation to evasion on the 
part of those liable to taxation. 

Fourth. Taxation must bear equally 

so as to give no citizen or class of 
citizens an advantage as compared 
with others. 

When we apply the above principles 
to the various taxes, state and federal, 
now being imposed on life insurance, 
what do we find? 

Primarily, an unnecessarily large tax 
on life insurance violates the principles 
laid down in the first of the canons 
enumerated above, in that it bears 
heavily upon production and tends to 
check the increase of the general fund 
from which taxes must be paid. 

Prime Function of Life Insurance 

This fact is obvious, when we remem- 
ber that the prime function of life in- 
surance is to replace the loss of earn 
ing or producing power resulting from 
the death of the worker. In other 
words, it is a sinking fund established 
by the worker during his lifetime to 
meet a Hability maturing at his death. 
A tax which either diminishes the 
amount of this sinking fund or in- 
creases the cost of maintaining it, is 


manifestly a check on production and 
therefore to be avoided, if possible. 

The erroneous idea, which seems to 
be only too prevalent with our legis- 
latures, that the proceeds of a life in- 
surance policy constitutes a gain or 
profit to the recipient, is very largely 
responsible for their attitude toward 
life insurance taxation. 

While our taxes on life insurance are 
easily and cheaply collected, most of 
them fall so indirectly upon the ulti- 
mate payer as to conceal from him the 
actual burden he is bearing. In so 
doing, they violate one of the princi- 
ples laid down in the second canon of 
taxation. 

Let us now take, seriatum, the va- 
rious taxes, federal and state, afecting 
life insurance; in the aggregate, they 
are surprisingly nmerous. 

The Federai Taxes 

Beginning with the federal taxes, we 
have: 

(1) The Federal Income and Excess 
Profits Taxes imposed on and collected 
from the life insurance companies. 

(2) The Federal Income and Excess 
Profits Taxes imposed on the proceeds 
of life insurance policies in excess of 
premiums paid, when such proceeds 
are received by corporate beneficiaries 

(3) The Federal Public Facilities 
Tax, which is imposed on every policy 
of life insurance issued by an insur- 
ance company and is collected from 
such insurance company. 

(4) The Federal Estate Tax, which is 
imposed on the proceeds of all life in- 
surance policies received by the estate 
of the insured and upon all amounts in 
excess of $40,000, received by other 
beneficiaries, from insurance taken out 
by the decedent upon his own life. 

Ultimately Paid By Policyholder 

While it is true that the taxes men- 
tioned in (1) and (3%) above the collect 
ed directly from the life insurance com 


panies, they are ultimately paid by 
the policyholder when he pays his 
premiums. Furthermore, the fact that 


individuals, carrying life insurance 
policies on their own lives, are not 
allowed to deduct from their taxable 
incomes the premiums paid thereon, 
practically imposes another tax on such 
life insurance. 

From the above, it is manifest that 
the individual policyholder pays the 
Federal Government at least four dif- 
ferent taxes on his life insurance, and 
the beneficiaries of such insurance, if 
it exceeds $40,000, pay still another 
tax, which under certain conditions 
may amount to over 20 per cent of the 
amount received by them. 

Notwithstanding all this, the Federal 
Treasury Department, by a recent rul- 
ing, seeks to collect an income tax on 
the refunds received by the holder of 
paid-up life policies, on the ground that 
such refunds are corporate dividends 
and therefore subject to the super in 
come tax. While I am confident that 
such a ruling would not be sustained 
by our courts, I refer to it as an in 
tance of the tendency of our Govern 
ment to impose unreasonable burdens 
on life Insurance. 

Regarding the imposition of an in 
come and excess profits tax on the pro 
ceeds of life insurance received by 
a corporation as stated in (2) above: 
I! would point out that, while the law 
itself does not expressly authorize such 
a tax, the Treasury Department has 
so ruled and it is, therefore, the law, 
unless and until the courts reserve the 
ruling. 

Replacement of Loss 

| have many reasons for believing 
that the courts would do this if the 
them for decision. Here again, it should 
question should ever come before 
be remembered that while in such a 
case, the tax is collected from the cor 
poration receiving the insurance pro 
ceeds, it is the individual stockholder 
who ultimately pays the tax thereon 
and is thus taxed on what is no profit, 
but is actually a replacement of a loss. 
To impose a tax on this is to discour- 
age “business insurance” and to that 
extent, to hamper industrial produc 
tion. 

Life insurance carried by a business 
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corporation can have but one purpose, 
and that is to protect its productive 
powe™, as represented by the individual 
productive ability of its executive of- 
ficers, against loss due to death. 

Many a business concern has been 
saved by insurance from the bankruptcy 
which otherwise would have resulted 
from the death of an important execu- 
tive. That “business insurance” has 
received a severe set back by reason 
of this Treasury ruling, can not be 
denied. 

The provisions in the Federal Estate 
Tax Law taxing individual beneficiaries 
under a life insurance policy, violate 
the j;rinciple that taxation “must bear 
equally—so as to give no citizen or 
class of citizens an advantage as com- 
pared with others.” 

An Inequity 

As the present law is framed, it is 
possible to compel the recipient of the 
proceeds of a life insurance policy to 
pay a much larger tax than another 
receiving the same amount of such pro- 
ceecs is called upon to pay. 

This inequity is due to the fact that 
the rate of tax collected is based upon 
the proportion which the amount of 
such proceeds received by the taxpayer 
bears to the entire taxable estate left 
by the insured, although such taxpayer 
may have no interest whatsoever in 
such estate. For example, one person 
rece'ving $10,000 from a life insurance 
policy may be compelled to pay a tax 
of $’,000, while another person receiv- 
ing the same amount of insurance, will 
only be taxed $500 or even less. 

State Taxes 

So much for Federal taxation. When 
we come to State taxes affecting life 
insurance, we are confronted with the 
laws of forty-eight states. Each state 
has been a law unto itself regarding 
rates and methods of levying taxes on 
life insurance companies and their pol 
icyholders. 

Most of the States seem to have 
framed their tax laws so as to obtain 
from life insurance “all that the traf 
fic will bear.” What with license fees, 
iaxes on premium receipts, income 
taxes, corporation franchise taxes, etc., 
it is practically impossible to give, in 
the space alloted to this article, a 
comprehensive statement of the tax 
burden carried by life insurance on ac 
count of State taxation. In New York 
State, the recently enacted personal in- 
come tax law has followed the Federal 
law, in refusing to allow the deduction 
of premiums paid on life insurance, 
when reporting taxable income. 

Such being the case, the policyholder 
who happens to reside in New York 
State, is practically obliged to pay a 
State, as well as Federal, income tax 
on his life insurance premiums. 

Inasmuch as corporations doing busi 
ness in New York State are required 
to pay an annual franchise tax of 41, 
per cent- based on their taxable net in- 
come, as reported to the Federal Gov- 
ernment, it follows that under the 
Federal Treasury ruling before men 
tioned, the proceeds of business insur- 
ance policies in excess of the aggregate 
premiums paid thereon, will come un- 
der the operation of this franchise tax 
whenever such policies mature. 

According to a ruling of the New 
York State Tax Department, the pro- 
ceeds of life insurance, payable to in- 
dividual beneficiaries are not taxable 
under the State Inheritance Tax Law, 
but such proceeds receivable by the es 
tate of the insured, are taxable. 

So far as I have been able to as- 
certain, this is true in the other States 
levving inheritance taxes. 

This comparative moderation of the 
State legislatures with respect to life 
insurance left by a decedent may be 
ascribed to the fact that the principle 
upon which State inheritance tax laws 
have been constructed differs radically 
from that upon which the Federal Es- 
tate Tax Law was framed. 

A Direct Tax on Estate 

Although the latter purports to be a 
tax on the transfer of a decedent's es 
tate, it is practically a direct tax on 
the estate itself, and as such, is held 


by some authorities to be unconstitu 
tional. It is possible, therefore, that in 
due time the Federal Law will be 
amended so as to conform with the 
principle underlying the State inherit- 
ance tax laws, and this uneconomic and 
inequitable Federal tax on life insurance 
proceeds will be eliminated according- 
ly. I think that I have said enough to 
show those interested in extending the 
benefits of life insurance to the utmost 
the importance of arousing public opin- 
ion to a realization of the unnecessarily 
heavy burdens imposed upon it by ou: 
laws. 

The insurance companies have repeat 
edly endeavored to obtain relief, but 
with little or no success. 

The pressure of public opinion is the 
oply compelling force recognized by our 
legisiators. The millions of policyhold 
ers in this country should be mobilized 
to exert such pressure 


1918 TAX PAYMENTS 


What 


Companies Doing Business in 

Iowa Paid Throughout the 
United States 

Recently Sidney A. Foster of the 
Royai Union of Des Moines investigated 
the 1918 annual reports of all the legal 
reserve life insurance companies ad 
mitted to do business in Iowa, with 
the object of figuring their tax bills 
throughout America. Here are the fig 
ures Mr. Foster compiled as a result: 


MIE! a acess wicwalsie np a wanda $227,743 
Federal corporation tax...... 2,218,368 
Federal war tax on business 
RED bre bbb wd sa eK eesedre 2,398,071 
Internal revenue and revenue 
ee eee eee 179,638 


412,756 


227,386 


oo re er 
Personal property ........... 


PE MOE asia saa dadwas evar an 1,076,156 
TEN. Sinaia eens weniks 31,787 
A RAI ere or eee eet 2,397 
Municipal licenses and taxes 143,092 
NT NE oar ats raed Soa shom wand 57,170 
State tax on premiums....... 9,800,382 
CHY GME COUNT... ccccscvecs 9,259 


234,284 
611,625 
519,900 


BEIDOGTINMIOOUS 4 cccccccscecsns 
Tax on reserve and surplus... 
PUNO, Gb okie irk 4a dcp bapeos 
Fees (state, county, municipal 

ee ee 274,871 


0 ae ere $18,425,885 


SAMPLE FEES 


Insurance fees of the different states 
vary, but Iowa will furnish a sample: 
Filing annual statement (fire, cas- 

ualty, life companies’ accident de- 

partment, inter-insurance ex- 
change, assessment life, health 
and accident associations)....... $20 
Filing annual statement, fraternal... 25 
Certificate of authority (fire casualty, 
life, life companies’ accident de- 
partment, inter-insurance eXx- 
change, assessment life, health and 

accident associations) ........... 2 
Two certificates for publications 

(fire, casualty, life companies ac- 

cident department, inter-insurance 


RRR rrr Terres 4 
Publication fee (fire, casualty, life 
companies’ accident department, 
inter-insurance exchange, ...... 1 
Agent license (one for each member 
of the firm) (fire, casualty, life, 
life companies’ accident depart- 
ment, inter-insurance exchange, as- 
sessment life, health and accident 
ree rrr rrr 2 
For every copy of any paper filed, 
errr err er 
For certifying and affixing official 
a er eas ns aie og a 5 LW os 8 RD 1 
Publication: 


Abstracts of annual statements of fire, 
fidelity and casualty companies, recipro- 
cals and accident department of life 
companies are required to be published 
by the Commissioner of Insurance once 
in two newspapers. Fee fixed by law at 
six dollars for each publication. 











| Petty Graft 


One of the most annoying features 
of the expense account of insurance 
companies is the necessity of publish- 
ing extracts from statements in various 
newspapers, these publications being 
rarely seen by any considerable num- 
ber of readers. A company in Mary- 
land, which spent $1,114 in this way, 
last year, gives the following list of 
publication abstracts which it had to 
make: 

Alabama, $10; California, $20 (four 
insertions); Colorado, $15; Delaware, 
$4; District of Columbia, 16; Georgia, 
about $40; Illinois, $84 (two papers); 
Indiana, $50 (semi-annual, two papers, 
two insertions in each); Iowa, $16; 
Maine, $45 (sixteen counties); Mary- 
land, $68.40 (two papers, three inger- 
tions); Minnesota, $101.85 (three pa- 
pers, three insertions); Mississippi, $9: 
Nevada, $20; New Hampshire, $4; New 
Jersey, $23.37 (two papers, three inser- 
tions, retaliatory); New York, $48.45 
(two papers, three insertions, retalia- 
tory); North Carolina, $13: North Da- 
kota, $286.15 (in all judicial districts) ; 
Oregon, $14 (four papers); South Da- 
kota, $175 (in all judicial districts): 
Utah, $17.50; Vermont, $21.10 (two pa- 
pers, three insertions, retaliatory); 
Wyoming, $12. 

In addition, this company paid for 
publication of certificate of compliance: 

Montana, $9; Ohio, $190.85 (in eighty- 
eight counties); Texas, $14 (two pa- 
pers); Wyoming, $4. 

Total, $217.85. 











NEW YORK FRANCHISE TAX 





Insurance Premiums Furnish $3,029,631 
of $13,551,523 Total; Controller 
Travis’ Statement 


In November last Controller Travis 
of New York stated that nearly $33, 
500,000 had been collected from corpor 
ations during the last fiscal year, a 
gain of more than $5,000,000, and the 
state’s largest single source of revenue. 
The cost of collection was less than 
six-tenths of one per cent. The state 
will reta‘n about $27,000,000 of the total 
received and disburse the rest to the 
several counties. The business houses 
maging these payments numbered 40,- 
000. as compared with 32,000 last year. 

The “franchise tax on manufactur- 
ing.” charged to the “franchise tax on 
business corporations,” paid in May 
amounted to $20,049,059, compared with 
$14.801,119 the previous year. The Con 
troller in his report to the Legislature 
will recommend an amendment of the 
law so that all franchise tax liabilities 
may be determined prior to the grant- 
ing of decrees by the state in relation 
to the merger. dissolution or withdraw 
a lof such class of corporations. 

The franchise tax returned $13,551,- 
52%, a gain of $1,061,941. Of that amount 
$3,029,631 came from insurance prem- 
iums. from which the income in 1918 
was $2,005,366. Trust companies paid 
$2.911.474, which was $132.801 in ex- 
cess of last year. Earnings of light, 
power, water, ete., netted $1,184,017, 
against $1,095,087. Transportation re- 
ceipts showed a falling off of $2.442,471, 
against $2,699,429. Savings banks also 
fell off by $1,337,960, against $1,445,433. 


Corporation Insurance 


In view of the fact that corporation 
life insurance is taken to indemnify 
against loss of personal service, expert 
knowledge or credit. the proceeds of 
such policies are not income in the true 
sense of the word. Should not corpora- 
tion insurance be free of excess profits 
and income tax? 


Tyrrell On 
State Taxation 


(Continued from Page 8) 
who simply have sat around and splut- 
tered! 
House Divided Against Itself. 

There lies the great fault. Life n- 
surance is a house divided against it- 
self. 

On other questions it has been united 
and successful; on the tax question, it 
has divided and failed. 

One of the most important steps for 
life insurance to take today is in the 
direction of a united, definite, affirma- 
tive program—one upon which the 
whole Institution can squarely stand 
and one which it can bravely advocate 
as with a single voice. 

This is the day and now is the hour 
for action. Life insurance never before 
has had, and it may never again have, 
such an auspicious opportunity to set- 
tle the matter. 

For four years the world ran red with 
the blood of its choicest stock in fight- 
ing the “old order of things.” The sur- 
viving fathers and brothers of these 
men today are taking up their work. 
The world is gravely and anxiously bat- 
tling against the “old order,” which re- 
cently has been characterized, among 
other things, as “Amiable compromise 
of principle with expediency,”—exactly 
the “old order” as to taxation. 

Readjustment and reconstruction are 
vital incidents of the day. Why not 
start now to readjust and reconstruct 
the tax question on broad and perma- 
nent grounds? 

It may take time, but it will be worth 
the effort. 

Life insurance is destined to survive 
as long as the human race and taxes 
will continue until the last man dies. 
So both forces have plenty of time, as 
a matter of fact. 

Naturally, the problem cannot be cor- 
rectly solved in a day, or a week, or 
a month and posstbly it may not be 
settled in years. It never will be set- 
iled until it is settled right and it never 
will get a start so long as life insur- 
ance disagrees. 

Mr. Tyrrell’s Proposition. 

I have this to propose—Let represen- 
tatives of life insurance companies, 
with those of the Association of Life 
Insurance Presidents, the American 
Life Convention, the National Conven- 
tion of Insurance Commissioners, Inter- 
national Tax Association, American 
Bar Association, State Tax Commission- 
ers and any and all others interested, 
assemble, and appoint a committee to 
“hear, try and determine” a definite, 
uniform, affirmative program on which 
all represented interests can and will 
stand and which they can and will 
heartily advocate and support. 

That much can be accomplished. 

Then after it is, go to the publie with 
it. 

Can that be done? 

Yes, indeed; unless the art of print- 
ing becomes everlastingly lost; unless 
schools, colleges and universities are 
abolished; unless the public platform 
is abandoned; unless free speech is pro- 
hibited: unless life insurance agents are 
all stricken dumb and unless the offi- 
cers of life insurance companies lose 
their facility for conserving and pro- 
tecting the rights of policyholders. 

Will it be done? 

Well—that remains to be seen! 


Otto H. Kahn, of Kuhn, Loeb & Co., 
has issued a pamphlet, called “Two 
Years of Faulty Taxation and the Re- 
sults.” 





Nearly all the banks are issuing 
books on taxation, which are sent to 
their customers. 


Most letters reaching newspapers 
nowadays contain some inquiry about 
tax matters. 
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(Continued from Page 4) , 


and with expenditures of the Federal Government more than quadrupled as com- 
pared with former years of peace, it is apparent that we are confronted by a period 
of heavy taxation in which the inequities and hardships of the existing revenue 
system will prove more and more burdensome. 

Life insurance taxation as practiced in this country has long been a subject 
of criticism by competent students. The situation in this regard as well as other 
undesirable features of our state and national tax systems should be brought 
prominently to the attention of our legislators. It is their duty to adjust expendi- 
ture and revenue by adequate budgetary legislation and tax revision so that the 
actual requirements of Government can be met without entailing such hardships 
as are now imposed upon many lines of business, of which life insurance is a 
conspicuous example. 


Insurance Too Heavily Taxed 





By COLONEL WILLIAM A. GASTON, of the Boston Bar 


I believe that life insurance is too heavily taxed; that taxes should come off 
this form of investment which protects the widow, orphans and the family, before 
it is taken off some of the other investments more able to stand the strain. 

I am not a holder, to any extent, of any life insurance shares, and I am not 
writing from that point of view, but I am talking in the interests, as I believe, 
of people who have to rely upon the life insurance form of investment that takes 
care of their families, after decease. 


Life Insurance Taxed Too Much 


By PROF. S. S. HUEBNER, University of Pennsylvania 


J feel that the life insurance business is taxed altogether too much, and that 
our states should take the attitude of most advanced European nations, in foster- 
ing an institution which does so much for the protection of the home. There is 
no reason on earth why an institution, which has for its primary function the 
protection of widows and orphans, should be “soaked” by taxation simply because 
revenue may be so easily derived in this manner for general state purposes. But, 
I believe that we shall never make much headway in life insurance taxation until 
we adopt the policy of placing the incidence of taxation on the individual policy- 
holder, rather than the company as a whole. I believe in exempting a good round 
amount of life insurance, say $20,000, and taxing only the excess. There is no 
reason in the world why a wealthy man who uses life insurance companies to a 
very large extent should not pay taxes, and the American public will never, in 
my opinion, see it any other way. But the way to get at this whole matter ji: 
through the individual policyholder’s income tax account. A person should be 
allowed to deduct a substantial amount from his individual tax account, if it is 
shown that he devoted it for the purpose of life insurance. As concerns any 
excess over and above a decent minimum I feel he should be taxed; otherwise 
life insurance can be used as a subterfuge for the evasion of proper taxation. 





Should Tax at Irreducible Minimum 





By ALFRED L. AIKEN, President National Shawmut Bank 
of Boston 


I have always felt that a tax upon life insurance in any form should be kept 
at the irreducible minimum, as life insurance is such an important form of 
thrift, and that the governmental burdens placed upon it should be as small as 
possible beyond the necessary provisions for proper state supervision. 

Of course, the war necessities of the government are the first things that 
have to be met and insofar as it is necessary to tax the insurance companies 
to this end, I should not be disposed to be critical, but I feel they should be 
brought down to the irreducible minimum. 


Taxation of Life Insurance Unwise 





By ALBA J. JOHNSON, Former Baldwin Locomotive President 


Under the stress of war when the nation was seeking every conceivable 
source of revenue, irrespective of whether that source was wise or unwise, taxa- 
tion was imposed upon life insurance policies in addition to the pre-war burden 
of taxation imposed by the states. Taxation of life insurance is a tax upon thrift, 
just at much as would be taxation of savings banks, building associations and simi- 
lar organizations designed to encourage men to lay aside part of their present 
earnings against misfortune, death or old age. i 

[ am of the opinion that our present state taxes impose an unnecessary 
burden upon the insurance business. The larger insurance companies which are 
doing business in all the states have to make reports to each one of the forty- 
eight states, and have to conform to the requirements of the insurance commis- 
sioners of those states. If there is any line of business to which nationalization 
can be appropriately applied, it is to the inspection and control of the insurance 
business. All that the forty-eight separate states’ authorities do can be much 
better done by a single national authority. No one pretends that the state exam- 
ination and control of banking institutions is superior or more thorough than the 
examination of the national banks. As a rule, national banks’ regulation is far 
more thorough and stringent than state regulation, and it can have the great ad- 
Vantage of uniformity throughout the whole country. So long as the separate 
states have the right to grant charters to insurance companies, which are subject 
to no other authority than that of the states with which they do business, the 


state insurance regulations must continue. It is fair to grant that as a rule, the 
state insurance departments function well, but it seems to me to be highly desir- 
able that means should be found to create a national insurance authority superior 
to the state authorities, just as the Interstate Commerce Commission, in its juris- 
diction of the railway rates is superior to the State Railway Commissions. 

I am aware that the comparison is not quite valid, because the Interstate Com- 
merce Commission governs interstate rates and intrastate rates which affect in- 
terstate rates, whilst the state commissions have jurisdiction only over intrastate 


rates. 


I am not capable of expressing an opinion upon the legal problems involved, 
but nevertheless, I am convinced that the great insurance business of the country 
should in some way, be placed solely under national control. 





| Fire Insurance Taxes 








The tax situation from the fire in- 
surance end was described by F. C. 
Buswell, in his address to the members 
of the National Board of Fire Under- 
writers, of which he is president, in 
May, 1919. For 1918 the total paid-for 
taxes on fire insurance were $16,939,242, 
or 24.32 per cent of the net income 
about two and one-thirds time the un- 
derwriting profit. President Buswell 
said that the fire insurance companies 
had no desire to evade just and proper 
share of taxation, but would continue 
to protest against taxation based upon 
gross receipts or in excess of that im- 
posed on other lines of business. He 
said in part: 

“The effect of cumulative taxation 
upon corporations is, we know, not 
fully undersiood by the public gener- 
ally, nor do we believe the effect upon 
the insurance business is fully appre- 
ciated by all of the supervising officials. 
In a resolution recently adopted by one 
of the states, urging an investigation 
ot the profits of insurance companies, 
it is set forth that only one per cent of 
the premium income is required to meet 
the war tax of the Government on the 
premiums collected. 

“In order that this important subject 
may be generally and clearly under- 
stood it seems desirable to record the 
facts here. The first permanent federal 
tax imposed upon insurance companies 
was under the Act of 1909, being an 
annual tax of 1 per cent of the net in- 
come over $5,000. There was no ma- 
terial increase over the amount of the 
1909 tax until the year 1914, when a 
tax was imposed upon insurance poli- 
cies of one-half of one cent on each 
dollar or fractional part thereof charged 
as a premium. This was a stamp tax 
and remained in effect until Septem- 
ber 8, 1916, when it was repealed and 
an income tax imposed at the rate of 
2 per cent upon the net income of com- 
panies for the year 1916 and subsequent 
years; and in addition to the income 
tax, a federal capital tax was imposed 
of fifty cents per thousand dollars of 
the fair cash value of the capital stock 
which was in excess of $99,000. In 1917, 
in addition to the taxes imposed under 
the Act of 1916, a further income tax 
was imposed at the rate of 4 per cent 
upon the net income, and in addition 
to the income tax an excess profits tax 
at the rate of 20 per cent, 25 per cent, 
35 per cent and 60 per cent of the net 
income in excess of the deductions pro- 
vided; the tax being payable for the 
entire year 1917. The Act also provided 
that, in addition to income and war 
profits taxes, companies should pay 
a tax equal to one cent on each dol- 
lar or fractional part thereof of the 
premium charged under each policy of 
insurance issued. It also provided that 
in addition to other taxes imposed there 
shall be levied a tax of 10 per cent of 
the amount of net income remaining 
undistributed six months after the end 
of the year, which was in excess of 
that portion actually invested, employed 


and retained:in the reasonable require- 
ments of the business. 

“At the end of 1917, therefore, com- 
panies were compelled to pay to the 
Federal Government an income tax of 
6 per cent; a war profits tax as above 
outlined; a capital stock tax of fifty 
cents per thousand dollars; an undis- 
tributed net income tax of 10 per cent 
and a premium tax in excess of 1 per 
cent of the gross premiums received. 

“In 1918 all preceding taxes were re- 
pealed and a measure enacted imposing 
an income tax at the rate of 12 per 
cent upon the net income, plus an ex- 
cess profits tax of 30 per cent of the 
net income in excess of the credits pro- 
vided and not in exoess of 20 per cent 
of the invested capital; 65 per cent of 
the amount of net income in excess of 
20 per cent of the invested capital. It 
also provided for a war profits tax of 
80 per cent of the amount of the net in- 
come in excess of the war profits credit, 
and of the amount of the excess profits 
tax. It provides for a premium tax of 
one cent on each dollar or fractional 
part thereof of the premium charged 
under each policy, and a capital stock 
tax at the rate of one dollar per thou- 
sand dollars of the fair cash value of 
the capital stock in excess of $5,000. 

“From the foregoing you will note 
that whereas at the beginning of the 
World War period in 1914, companies 
were paying as total federal taxes a 
sum equal to 1 per cent of their net 
income, at this time they are paying 
twelve times that amount as income 
tax; plus an excess profits tax; plus a 
war profits tax; plus a capital stock 
tax (the above taxes being levied on 
cororations generally); and in addition 
thereto a tax in excess of 1 per cent of 
the gross premium income. 

“Owing to our inability to ascertain 
with accuracy the final construction 
which will be put upon the many con- 
fused items of the present Pederal Rev- 
enue Act we cannot now determine its 
effect in percentage to premium inco ne. 
The Treasury Department in the regula- 
tions issued to enable companies to de- 
termine the first installment of the tax 
estimated the war profits and excess 
profits tax alone to be fifty per cent of 
the net income of the corporation. How 
nearly accurate this estimate is I am 
not prepared to say, but certainly under 
the regulations provided for computing 
invested capital, for the purpose of fix- 
ing the exemptions, the war profits and 
excess profits tax will be a very heavy 
impost. 

“T shall not attempt in detail to men- 
tion increases in state taxation during 
the same period. While several states 
have enacted income, capital stock and 
franchise tax measures, yet in the ag- 
gregate these are scarcely noticeable in 
comparison with the very heavy taxes 
imposed by the Federal Government. 

“So complex and confusing is the tax 
situation, especially with reference to 
the federal taxes, that the accountants 
of the companies have found it advis- 
able to form an association known as 
“The Fire Insurance Accountants and 
Actuaries Association,” which will give 
consideration to the many problems 
arising which properly fall within the 
scope of their duties as accountants and 
actuaries of the companies. They act 
at all times in co-operation with the Na 
tional Board, and if the attendance at 
meetings and interest displayed are in- 
dicative of final results, much needed 
uniformity and great benefits will inure 
to the companies from this organiza- 
tion.” 
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How Insurance Money Builds Up Nation 


What becomes of the hundreds of 
millions of dollars which are collected 
by the life insurance companies and 
which go to make up their assets? 
These immense sums furnish shining 
marks for makers of tax budgets. The 
money goes back to the people to help 
build up the nation. 

This subject was treated in a mas- 
terful fashion by Haley Fiske, presi- 
dent of the Metropolitan Life, in a 
paper he read in Pittsburgh, Septem- 
ber, 1919, under the title, “The Soul of 
Life Insurance.” The auditors were 
members of the National Association 
of Life Underwriters, and its circula- 
tion in pamphlet form has been wide- 
spread. Some _ points made by Mr. 
Fiske follow: 

Now let us look at insurance as it 
stands to-day as a great financial insti- 


tution. Let us follow out, if we can, . 


just what this business is that you and 
I are engaged in, aside quite from its 
pr ection of dependents, but judged 
merely as a great financial business. 
Take the income, the premium in- 
come of the companies amounting to a 
billion dollars, and including other 
sources of income, such as_ interest, 
one and a third billion dollars, annu- 


ally received by the companies. What 
is done with it? Of the premiums re- 
ceived the amounts paid to policy- 


holders amount to 71 per cent, or, if 
you take the total income, amount to 
54 per cent; $710,000,000 distributed to 
policyholders last year out of the bil- 
lion dollars received from them. And 
little expense. 
cent of the 


at what comparatively 
Something like 16. per 
premium income of say 12%, per cent 
of the total income goes to you and 
your fellow agents. Four per cent of 
the total income goes to all the other 
expenses, including doctors. ‘Two per 
cent of the premium income is paid in 
taxes. Nearly all the balance is added 
to the reserve for the protection of 
policy contracts; an amount equal to 
36 per cent of the premium income, or 
say 25 to 30 per cent of the total 
income. 


Money Goes Back Into Circulation 


Now these are impressive figures, 
but I want to call your attention to 
what they mean in respect of financial 
A billion dollars received, 
I have shown you that 
it is not kept. The $710,000,000 that 
went back to policyholders, do they 
keep it? You know they don’t. They 
invest it, they pay their debts with it; 
they keep their capital invested; they 
support widows; they bring up chil- 
dren. This all means spending money. 
The money spent, for the most part, 
goes back into circulation. You know 
better than I what you do with your 
16 per cent, but I fear that you do not 
keep very much of it. Doubtless you 
put it where it does the most good— 
and it is good to spend it. We are 
taught constantly lessons of thrift, but 
there are a great ~ony good benefits 
that com ture. It keeps 
the w...u soing. Of course we need 
not say that the 2%, per cent paid in 
taxes goes to a good use. Many peo- 


operation. 
but is it kept? 


ple criticize them. They were origin- 
ally designated merely to furnish the 
money needed to run the departments. 
Now to a great extent in some states 
they run the government. Legitimate 
or not, the fact is there. The money 
is gone, and it goes back into circu- 
lation. 

And then take this amount that is 
added to reserve, 36 per cent of the 
premium or nearly 30 per cent of the 
total income. What becomes of that? 
Is it kept? Is it in the coffers of the 
companies? We know it is not. The 
assets now in these two hundred and 
four companies we represent amounts 
to six and a half billion dollars. Ped- 
ple get frightened at these figures. 
They are certainly enormous, and you 
and I can remember a few years ago 
that it was thought to be a pe il, that 
the building up of these gre: * com- 
panies with their enormous amcvunt of 
assets was, it was said, putting in the 
hands of a very few men tremendous 
power, which they might and perhaps 
did and perhaps would use to the det- 
riment of public interest. And so we 
had in New York a series of laws 
passed which kept down the amount 
of insurance that could be written by 
companies, and that was done in part 
through fear of the accumulation of 
these enormous assets. Oh, how short- 
sighted! I don’t suppose we need 
argue it. This last legislature practi- 
cally wiped out all restriction. Nobody 
knows better than you from the won- 
derful records you are making this 
year that the lid is off. But there never 
was validity to the objection. These 
six and a half billion dollars are not 
in any true sense in the treasuries of 
the companies. It is interesting to 
know where they are. 


Railroad Investments 


Over 33 per cent of them, nearly two 
billion dollars, are in railroad securi- 
ties. Now what does that mean? Does 
it mean that these two billion dollars 
are in the treasuries of the railroad 
companies? They certainly are not. 
Where are they? They are in the rails, 
in the locomotives, in the cars, in the 
terminals, in the stations. Back of 
that they are in the coal mines, they 
are in the iron mines, they are in the 
forests, cutting wood. Iron is neces- 
sary for rails. Wood is necessary for 
cars. What does it mean but that the 
money received from the people goes 
right back to the people? What does 


‘it mean but that the laboring men who 


contribute to insurance are. getting 
back the money in wages which they 
pay in premiums? Really you may say 
that life insurance is the circulating 
blood of modern life, commercial life, 
financial life. The money is saved by 
the poticyholders and trusted to com- 
panies, loaned by companies to corpo- 
rations that pay it back to the policy- 
holder again in wages, for materials. 
The money is always moving. And 
what: does it mean but that two ends 
of the country are joined together, that 
cities are connected closely, that com- 
merce is carried on, that food is trans- 
ported and furnished? What does it 
mean but that civilization seems in a 
way to depend upon this system of 
financial operations of insurance com- 
panies? 

Nearly two billion dollars, 32 per 
cent, is loaned on bond and mortgage, 
and of this something over eight hun- 
dred million dollars or 14 per cent is 
invested in farm mortgages. Now what 
does it mean to invest in farm mort- 
gages but that the basis of the wealth 
of the country, agriculture, is thereby 
carried on? The Government under- 
stands this. The Government has re- 
cently entered into the farm loan busi- 
ness, and down to the end of August 
of this year it had loaned some $253,- 
000,000 as against $900,000,000 loaned 
by the insurance companies. It was 


not that there was any need of the 
Government interfering. It was one of 
those instances where the Government 
seems to poke its head into business 
that does not belong to it. Its loans 
are not on as good terms in some re- 
spects, but on too liberal terms in 
other respects, and I venture to say 
that the farm mortgages of the life in- 
surance companies are safer invest- 
ments to-day, and more acceptable in 
many cases to farmers than the loans 
of the Government. But let that go. 
There are the nearly $900,000,000 in- 
vested in farm mortgages, which carry 
on agricultural life. Now the remain- 
der of the two billion dollars is on 
other real estate security. What does 
that mean? Probably this hotel has an 
insurance mortgage on it. At any rate, 
public buildings, houses for occupation, 
great building enterprises in cities, are 
carried on by the money of life insur- 
ance companies, and you must follow 
that back again and see that it is not 
this completed structure that you must 
look at, but it is the materials that go 
into it and the labor that built it. The 
money for the construction of these 
buildings is not in the stone and mor- 
tar, but it is in the pockets of the men 
who furnished the material, in the 
pockets of the laboring men who first 
made the material, in the pockets of 
the .“echanics and the laborers who 
put ip the structure. 
Aiding the Government 

There again we have this circulat- 
ing medium, this life blood of the com- 
munity. Some $580,000,000 of this 
money is loaned to the two govern- 
ments of the United States and Can- 
ada. I suppose a short way of putting 
that would be to say that in a very 
true and large sense it may be said 
that life insurance money goes every- 
where. Because this money went for 
the furnishing of the army which went 
over to France and finally put an end 
to this awful conflict. And what a loud 
cry came to these companies from Gov- 
ernment for the money! How earnest 
the officials were in saying that it must 
be life insurance money that must go 
into these bonds. I can well remem- 
ber during the last Liberty Loan being 
on one end of a telephone connected 
at the other end with those who were 
responsible for raising the money, ac- 
quainting me from day to day and 
sometimes from hour to hour with the 
conditions of the subscription, to know 
whether anything more could be got 
out of the insurance companies. And 
we had a telegram from the Secretary 
of the Treasury that if the companies 
did not have the money they could 
borrow it. They did borrow it, they 
borrowed it by millions, many of the 
loans I think even yet not being re- 
paid; loaned to the Government for 
the necessities of carrying on the war 
—real patriotic duty. They did not 
stop there. It was not only the money 
out of the treasuries of the companies 
that went into these bonds, but there 
were the activities of the agents in 
selling the bonds to the public. If I 
remember correctly the statement made 
by a former president of this associa- 
tion, you men and the men you repre- 
sent throughout the country sold some- 
thing like $700,000,000 of these govern- 
ment bonds as agents. And, of course, 
you know one company which under- 
took the thrift campaign and _ sold 
within a year nearly 10 per cent of the 
entire thrift stamp sale. It was the 
work of patriotic men like you. No 
doubt everybody here was a member 
of that wonderful society of insurance 
men who lent their energies and their 
time, who neglected their business and 
put their whole soul into the support 
of the Government. And may we not 
say then that in a very real sense this 
great business of ours is finance is 
superb? Take the last—the Victory— 
loan. Do you know that the first men 
consulted by the Secretary of the 


Treasury before he determined on the 
amount of the loan, the duration of the 
loan, the rate of interest of the loan, 
the first men that he consulted were 
the presidents of the New York life 
insurance companies, five or six in 
number? He sent for them, not to ask 
for subscriptions, but to ask advice, 
Can we have a higher compliment paid 
to this business of ours than just that, 
that the great financial officer who ig 
now at the head of the Treasury De- 
partment felt it helpful to him to con- 
sult those who rule insurance com- 
panies, to know what the loan should 
be, how long it should run, and what 
rate of interest the loan could be 
sold at? 
Public Utilities 

In public utilities there are some 
$418.000,000 invested. These may be 
well classed with the railroad invest- 
ment. What do they mean, these pub- 
lic utilities, but the connection of vil- 
lages by tramways, the laying of water 
mains, the erection of school houses, 
the building of gas and electric works, 
furnishing the very necessities of 
civilization, tying together the popula- 
tion into communities self-dependent 
and interrelating? This is the work 
of the money of insurance companies, 
very largely that. And here again I 
must go back and say that all of these 
gas works, these tramways, these 
school houses, are built by laborers, 
and the material is furnished originally 
by laborers and later by dealers, so 
that that money again is in circulation. 
It is a part of the life blood of the 
community. 

A great institution! I shall 
come here in vain to-night if I cannot 
impress you not only with the magni- 
tude but with the supreme and almost 
solemn importance of this great busi- 
ness. Life insurance agents now are 
honored members of the communties in 
which they live. They represent great 
financial institutions. In their can- 
vassing and their public affairs they 
potentially represent the assets of their 
respective companies. And these total 
assets, these enormous figures, com- 
pare well wilh banks. Six and a half 
billion dollars for life insurance com- 
panies, six billion dollars for savings 
banks with which they may well be 
compared. And our assets are growing 
much more rapidly than the assets of 
savings banks, of which they are some 
1,819, compared with 244 life insurance 
companies. The assets of the sixteen 
hundred and sixty-nine trust companies 
have less than eight and a half billions 
of assets. Bankers have a kind of 
peculiar respectability and are re- 
garded with more or less awe. Why? 
We look up to a banker. Why? Be- 
cause he is supposed to represent great 
accumulation of money. People are 
overlooking the fact altogether that the 
244 life insurance companies outrank 
as a financial institution 1,819 savings 
savings banks and in accumulations 
almost equal the 1,669 trust companies, 
and also the 16,596 state banks whose 
assets are less than eight billions. 
There is no respect due to a_ banker 
that is not due to a life insurance 
agent. 

But, gentlemen, if this be so, surely 
there are certain responsibilities that 
come from the execution of this great 
trust. I have told you of life insur- 
ance now as a public trust. Surely 
there is a kind of solemnity that comes 
when one considers his relation to 
finance on the one side and to public 
welfare on the other. It is a unique 


business. Bankers accumulate money 
and lend it. In that respect we are 
like banks. But there is no institution 


that gets down to common people and 
administers to them like life insurance 
companies. We have on our books 


some thirty millions of people. One | 


third of the population of this country 
and Canada are insured in the com- 
panies which you represent. 
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